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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.A. 


‘TAXATION AGREEMENT WITH UNITED KINGDOM 


Ascertainment of Australian Tax on a Dividend. 


» Article VI (3) of the Agreement between the United Kingdom and 
FAustralia operates to reduce by one-half the Australian tax levied on 
dividends paid to a United Kingdom shareholder if the shareholder is 
subject to United Kingdom tax in respect thereof and is not engaged in 
rade or business through a permanent establishment situated in Australia, 
In addition, Article XII (2) of the Agreement requires that a tax credit 
in respect of United Kingdom tax is to be allowed against the Australian 
Max payable in respect of a dividend having its source in the United 
Kingdom. It is necessary, therefore, to provide a detailed formula for cal- 
culating the Australian tax payable in respect of a dividend by each of the 
several classes of taxpayers in order to ensure that Australia will receive the 
Mull one-half Australian tax provided for in Article VI (3), and will not be 
mequired, under Article XII (2) to allow a greater credit than the 
(Australian tax paid by the taxpayer in respect of the dividend. 

Accordingly, new S. 160K sets out detailed formula for arriving at the 

antum of Australian tax payable in respect of a dividend. As officially 
pexplained, the scheme of S. 160K is, firstly, to calculate the gross tax 
payable in respect of a dividend and then to diminish that gross tax by 
‘rebates directly applicable to the dividend and by an appropriate proportion 
‘of any rebate which does not relate directly to any particular class of 
income. 

In addition to providing a basis for the ascertainment of the Australian 

fax on a dividend subject to one-half Australian tax under Article VI(3)» 

mew S.160K also operates to provide a basis for the calculation of 

ustralian tax payable on a dividend in cases where a taxpayer elects, in 

pursuance of Article XII (2) to “gross-up” a dividend received from a 

nited Kingdom Company by the addition of the United Kingdom tax 
appropriate to the dividend. In such a case, the amount of the United 
‘Kingdom tax is deemed to be a dividend. Australian tax is levied on the 
oss dividend, (i.e. the net dividend plus the United Kingdom tax 
appropriate thereto) at the appropriate rate and credit is given of the 
[United Kingdom tax payable in respect of the dividend or the amount 
fof the Australian tax thereon, whichever is the lower. 

Section 160K(2)(a) provides that the gross Australian ordinary 
fincome tax referable to a dividend included in the taxable income of a 
Scompany is the amount ascertained by applying the rate of income 
tax imposed for the year of tax (at present 6s. in £) to the amount of the 

ividend included in the company’s taxable income. 
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Section 160K(2)(b) provides for the ascertainment of the amount @ 
super tax payable in respect of a dividend. Super tax at-Is. in £ i 
payable on that part of the taxable income of a non-private com 
which exceeds £5000. The amount of the super tax referable to a 
dividend is the amount ascertained by applying the rate of super tax 
imposed for the year of tax to that part of the dividend as bears to the 
dividend the same proportion as the portion of the taxable income upon 
which super tax is payable bears to the total taxable income. 

Example : 

Trading profits .. je ee AG pe Se 

Dividend from United Kingdom Company fe as Se ue oe 


—__. 


Re ee ee ee 


Super tax on £4,000 (£9,000 — £5,000) at 1s. in £ = £200. 
Super tax referable to the dividend: 


4000 
9000 of £1,000 = £444 at ls. in £ = £22 4s. 


Where the taxable income consists of (a) Commonwealth loan interest 
subject to the 1930-1931 rates of tax or (b) a dividend subject to the 
rebate provided by S.107, these sums must be excluded from both the 
numerator and the denominator in order to ascertain the super tax 
referable to the United Kingdom dividend. 

Example: 

(1) Trading profits .. .. .. £8,000 

(2) Commonwealth loan interest taxable at 1930-1931 rates .. 600 

(3) Dividend subject to S.107 rebate .. .. a an: Oe a 400 

(4) Dividend from United Kingdom Company a ae ee Se: 


ES SOO oe ok: kis, ek ate es eS a ew KS Sw 


Gross super tax on £5,000 (£10,000 — £5,000) at Is. in £ = £250 
Less rebate on (2) £600 and (3) £400 = £1,000 at Is. in#.... 50 
Net super tax payable .. . Se om We eg 
Super tax referable to United Kingdom dividend : =— 
£5,000 — ( (2) £600 + (3) £400 ) 
vo ny — ( (2) £600 + (3) £400 ) 
£4, i bis ae 
= 7000 of £1,000 = £444 at Is. in £ = £22 4s. 

*# The reason for excluding items (2) and (3) is that although S.6 of the 
Rates Act provides that super tax shall be payable upon the taxable income 
in excess of £5,000, S.20 of the Commonwealth Debt Conversion Act 1931, 
S.52B of the Commonwealth Inscribed Stock Act 1911-1946, and 
S.107 of the Assessment Act operate, in effect, to rebate the amount of 
super tax levied upon the income referred to in items (2) and (3). 

Section 160K(2)(c) provides for the amount of further tax under 
Part IIIA which is referable to a dividend. In calculating the amount of 
a dividend included in undistributed income upon which further tax under 
Part IIIA is imposed, an appropriate proportion of any amounts allowed 
under S.160C(1) as a deduction from the taxable income for the purpose 
of arriving at the undistributed income is taken into account. The further 
tax referable to the dividend is calculated by applying the rate of further 
tax (at present 2s. in £) imposed for the year of tax to the amount of the 
dividend remaining after taking into account an appropriate proportion of 
such deductions. 
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Example: (From Treasurer’s Explanatory Memorandum, pages 55, 57) 
Trading profits of non-private Company .. £8,000 
Commonwealth Loan Interest taxable at 1930-1931 rates .. 600 
Dividend subject to 107 rebate .. .. .. oe ere a 400 
Dividend from United Kingdom Company ie ak ab xu Oe) Ce 


Assessment of ordinary income tax and super tax: 
Gross ordinary income tax £10,000 at 6s. in £ .. 
Gross super tax £5,000 (£10,000 — £5,000) at Is. in a; 


Less 
Rebate in respect of dividends £1,400 at 6s. in £.. £420 
Rebate under S.20 of Commonwealth Debt Conver- 
sion Act, being the difference between the rate of 
tax of 16d. in £ payable by companies under the 
1930 Rates Act and the present rate 6s. in £. £600 
at 4s. 8d. in £ . 
Rebate of super tax on * £600, Commonwealth Loan 
Interest, at ls. in £.. . 30 
Rebate of or tax on "£400, 'S.107 dividend at 1s. 
ae es x . 20 


Net Australian ordinary income tax and super tax payable 
In effect, the following taxes have been imposed: 
Trading profits: 

Ordinary income tax £8,000 at 6s. 
| ever e  aee -. = £2400 0 0 


Super tax 40 of £8,000 = £3,556 
ee a 


————— £2,577 16 0 
Commonwealth Loan Interest £600 at 16d.in#...... 40 0 0 
§.107 Dividend .. . i de“ be be be 4 We os Nil 
United Kingdom Dividend 
Ordinary income tax taxable at 6s. 
rebateable under S. 46(1) at 6s. .. 


4000 
Super tax 9000 of £1,000 = £444 at 
Is. in £. 


£2,640 0 0 
Assessment of further tax under Part IIIA: SS 
ee ek ae ae ees et ee. ae kel ae 
Less 
Deduction in respect of Commonwealth ordinary 
income tax and super tax payable, as above .. .. £2,640 
Deduction in respect of tax paid under Part IITA 
and ex-Australian tax ase ae of aaa 
year) say . 
Loss incurred by the company in the year of income 


in carrying on its business out of Australia, say . 500 
se 4,000 
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Dividend of £2,000 paid indifferently out of the 
profits (and taxable income) other than the 
dividend of S.107 dividend of £400, within six 
months of the close of the year of income .. 


Portion of taxable income upon which further tax 
is imposed under Part IIIA .. 


Gross amount of further tax £4,000 at 2s.iné=.. .. 
Less: 
Rebate on Commonwealth Loan Interest . 


Less: Ordinary income tax thereon, as above 
£600 at Is. 4d. in Z .. 


Proportion of dividend paid thereout 


600 
O) wee CMe ...........: 


(*) Taxable income £10,000 less 
S. 107 dividend £400 
£435 at 2s. in £ . .. £4310 O 
Rebate in respect of S.107 dividend £400 
eS aa 


Net further tax payable under Part IIIA .. .. .. .. 


The further tax referable to the United Kingdom dividend of £1,00 
is calculated as follows: 
United os dividend included in the taxable 
ets tener Gat Sa) naa alg wishin “Gee as £1,000 
Less: 
Proportion of deductions, £4,000, allowed in cal- 
culating undistributed income 


(*) 3000 of £4,000 .. 


(*) Taxable income £10,000 less Commonwealth 
Loan Interest £600, on S.107 dividend, £400 
(S.160K (2) (c) (i)). 
Proportion of Mividend, £2,000 paid out of profits 
other than §.107 dividend 
(4) saon of £2,000 . 


(¢) oa income £10,000 less S.107 dividend 


Portion ‘of United Kingdom dividend of £1, 000 
upon which further tax under Part IIIA is 
effectively imposed 


Further tax imposed thereon £348 at 2s. in £ = 
The total Australian tax payable in respect of the 
dividend of £1,000 is, therefore: 
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Ordinary income tax £1,000 at 6s... .. .. .. £300 0 
Super tax as above .. ews 22 4 
Further tax under Part IIIA as above .. .. . 34 16 

357 0 
Bee TAGCE) WURRND 5 < c cw 6 00, ce od ss 300 0 
Australian tax payable .. .. .. .. «2 2. ee ee £57 0 


Where it is necessary to ascertain the amount of one-half the Australian 
levied on dividends paid to a United Kingdom shareholder, the 
alculation is made in accordance with the principles set out above. 
As war-time (company) tax is not payable in respect of dividends, 
S.160K does not contain any reference to that tax. 
Section 160K (2) (d) provides that where Division 7 tax is payable by 
a private company in respect of its undistributed income, the amount of 
e Division 7 tax attributable to a dividend received by the company is 
to be ascertained by applying the average rate of additional tax to that 
part of the dividend which remains after deducting therefrom the appro- 
priate proportion of the deductions allowed to the company in arriving at 
the undistributed amount. The “average rate of additional tax’ is 
defined by S.160K(3) to mean the rate per £1 ascertained by dividing 
the sum of the Division 7 tax and the social services contribution assessed 
in respect of the undistributed amount by the undistributed amount less 
any S.107 income included therein. Section 107 income is excluded 
from the divisor because the rebate provided by that section operates to 
exempt from tax, including Division 7 tax, any such income derived by a 
company. 
Example: (from Treasurer’s Explanatory Memorandum pages 58, 59). 
Trading profits derived by Australian _ = .. £8,500 
Section 107 dividend .. .. : - 500 
Dividend from United Kington company s 66 O6 06 eh 1,000 
Taxable income .. .. ae ee 
Assessment of ordinary i income tax: ==> 
_— ordinary income tax £10,000 at 6s. in £ .. .. .. .. £3,000 
Ss: 
Rebate under S.46(1) in respect of dividends 
received. £1,500 at 6s. in £.. . .. £450 
Rebate under Ss. 160(2) (h) in respect of £50 rates 
and taxes paid on non-income aindinies deytion 
£50 at 6s. in £ . +0 : 


Net ordinary income tax payable .. 
Assessment of Division 7 tax: 
Taxable income .. 
Less: 
Deduction in respect of ordinary income tax Pay- 
able, as above .. £2,535 
Deduction in respect ‘of Division 7 tax and ex- 
Australian tax paid on the income of a prev- 
ious year, say .. 965 
Loss incurred by the Company i in the ‘year of 
income in carrying on its business out of Aus- 
tralia, say, .. NS 


Distributable income .. 
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Less: 

Dividend paid indifferently out of the taxable 
income (other than S.107 dividend, £500) 
within six months of the close of the income 
year .. 

Excess director’s remuneration deemed to be a 
dividend under S.109 . 


Undistributed amount (which includes S. 107 dividend, £500.) 
Assume the shares in the company were beneficially owned by a sing 
individual shareholder who derived a salary of £2,000 in addition to th 
amount of £500 deemed to be a dividend under S.109, the Division 7 t 
for which the company must be liable in respect of the undistributd 
amount would be £870 4s., calculated (at 1945-1946 rates) as follows: 
Shareholder’s actual assessment : 
salary £2,000 at 112-Gbd. im £ wn 2. 0 20 we oe oe £933 10 | 
Deemed dividend £500 at 135:015d. in £ .. .. .. 281 6 
Social services contribution £2,500 at 9d. in £ .. .. 93 15 


Income tax and social services contribution .. .. .. £1,308 


Notional assessment under S. 104: 
Salary £2,000 at 139-8875d. in £ .. . rT 
Deemed S.109 dividend £500 plus notional $.104 
dividend £1,500; total £2,000 at 156°525d. in é .. 
Social services contribution £4,000 at 9d. in é .. .. 


Less S.107 rebate on £500 .. .. . 


Amount which would be payable if undistributed 
amount had been paid as a dividend .. .. .. £2,178 15 9 
Amount actually payable by shareholder, as above .. 1,308 11 § 


Additional income tax and social services contribution 
assessable to company under Division 7 .. .. .. £870 41 


The amount of the Australian tax referable to the dividend of £1, 
received from the United Kingdom company must be calculated in accort: 
ance with S. 160K(2) (a) (d) (e) and (f) and (3), as follows: 

Commonwealth ordinary income tax £1,000 at 6s. in £ £300 0 0 

Proportion of Division 7 tax 

“Average rate of additional tax” (S.160K(3) ) 


£870 4 0 2 
#1,000 00 208 °848d. in £. 
* Undistributed amount £1,500 less 
S.107 dividend £500 (S.160K(3) ) 
Dividend included in taxable income .. .. .. .. 
Less: 
Proportion of deductions (S.103(1) ) 


£1,000 
d £9,500 of £4,000 
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¢ Taxable income £10,000 less S.107 

dividend £500 (S.160K(2) (d) (i) ) 
Proportion of dividend 
(S.160K(2) (d) (ii) ) 


¥9.500 of £4,000 
Proportion of S.109 dividend 
(S. + (d) (iii) ) 


5 
DB. 500 of £500 


Amount of dividend of £1,000 upon which 
Division 7 tax effectively imposed .. 
Division 7 tax on £105 at 208°848d. in £ == 
(see above) 91 7 0 


£391 7 O 
Less : 
Section 46(1) rebate £1,000 at 6s. in £ 
(S.160K(2) (e)) .. 

Proportion of rebate of £15 allowed under 

S.160(2) (h) in respect of rates and 

taxes (S 160K(2) (f) ) 

£1,000 


£9,500 a 
301 12 0 


Australian tax payable in respect of dividend —_—_—_—_— 
Ce 8 66 56 SO kA ee eee ee Ow 6s £89 15 0 


Section 160K(4) (a) provides for the ascertainment of the gross 
amount of the Australian tax referable to a dividend received by an 
individual or by a company in the capacity of a trustee. Section 160K 
(4) (a) provides, in effect, that the amount of the income tax and social 
services contribution is to be ascertained by applying to the amount of 
the dividend the rate of tax which would be imposed if the taxpayer’s 
total income (excluding any $.107 dividend) were income from property. 

Section 160K (4) (b) provides that the gross tax referable to a 
dividend, as calculated above, is to be reduced by an appropriate part of 
the amount of any rebate which does not relate directly to any particular 
class of income. Section 160K (4) is designed to ensure that the amount 
of the Australian tax referable to a dividend will be the “net” tax referable 
thereto. In applying the Agreement with the United Kingdom, the sub- 
section ensures that Australia will not levy more than one-half Australian 
tax in respect of certain dividends paid to United Kingdom residents, and, 
on the other hand, will not be called upon to allow a greater credit for 
the United Kingdom tax than the amount of the Australian tax levied 
against Australian residents in respect of dividends received from United 
Kingdom companies. 

Example: (from Treasurer’s Explanatory Memorandum page 60). 

Personal exertion income ame and director’s fees) . 

Net rents .. . eal ied 

Section 107 dividend .. .. = 

Dividend from a United Kingdom company a 


CII gto re Cine eds a i ew 
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Income tax and social services contribution which would 
be imposed on a taxable income of £2,000 reduced to 
£1,900 by excluding the S.107 dividend. 

Rate of income tax which would be payable if the sum of 
£1,900 were derived wholly from dividends = 
118-8809d. in £ (1945-6 rates) 

Income tax in respect of United —— dividend £250 
at 118-8809d. in £ . ar 

Social services contribution £250 at 9d. in £ . 


Less appropriate proportion of rebate allowable in respect 
of £120 paid for life insurance premiums (£100) and 
medical expenses (£20) 

Total rebate allowable on £120 at the concessional rebate 
rate (i.e. personal exertion rate) on the income of £1,900 
effectively subject to tax, viz. 104-8237d. in £ = £52 8s. 

Proportion of rebate of £52 &s. which S.160K (4) (b) 
requires to be deducted from the gross Australian tax 
referable to the dividend: 


250 
of £52 8s. 
1,900 ° 
Australian income tax and social services contribution 
payable in — of the United beicmausedh dividend 


of i250 .. .. + S16 Ge 


Where it is necessary to ascertain the amount of one-half the Australian 
tax levied on a dividend paid to a United Kingdom shareholder, the 
calculation will be made in accordance with the principles set out above. 

Section 160K(5) (a) declared for the purpose of simplification, that 
the Australian tax on a §.107 dividend is nil, which is the practical effec 
of the rebate provided by that section. 

Section 160K(5) (b) provides that the amount of the Australian tax 
payable in respect of a dividend derived by a partnership (where the 
partnership is liable to be assessed under the special provisions of S.94) 
or by trust estate (where the trustee is liable to be assessed under S.102— 
revocable trusts and trusts for minors) shall be such amount as the 
Commissioner determines. It was officially explained that as Ss.94 and 
102 do not have a wide application it was unnecessary to insert in Part 
IIIB a lengthy and involved provision for the ascertainment of the amount 
of the Australian tax payable under those sections in respect of a dividend. 
It should be observed that a dissatisfied taxpayer may have the Commis- 
sioner’s determination referred to the Board of Review for review. 


Section 159 Repate Not APppPLicaBLe TO INCOME COVERED BY 
AGREEMENT BETWEEN UNITED KINGDOM AND AUSFRALIA 

Article XIV of the Agreement between the United Kingdom and 
Australia for the relief of double taxation provides, so far as Australia is 
concerned, for the Agreement to begin to operate in respect of assessments 
for year of tax ended 30 June 1947, which in the case of companies is the 
year of income ended 30 June 1946, and in the case of individuals is the 
year of income ended 30 June 1947, or the substituted accounting period 
in both instances. So far ‘as the United Kingdom is concerned the Agree- 
ment commences to operate (a) in relation to income tax for the year of 
assessment beginning on 6 April 1946, and (b) in relation to sur-tax for 
the year of assessment beginning on 6 April 1945. 

The previous arrangement for the relief of double taxation between the 
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two countries is embodied in S.159. An application for the S.159 rebate 
may be made within six years from the date the tax on the particular 
assessment was due and payable and it is necessary, therefore, to retain 
§.159 until its task is completed. However, in order to ensure that taxpay- 
ers do not receive the double advantage of the $.159 rebate and the credit 
provided by the Agreement, it was necessary to provide that S.159 should 
not operate in respect of income coming within the ambit of the Agree- 
ment. 

Accordingly S.106G was inserted in the principal Act by the Amending 
Act of 1947. New s.160G(1) provides that s.159 is not to apply in 
respect of income derived by a company during income year ended 30 
June 1946, and in respect of income derived by an individual during 
income year ended 30 June 1947 (or the substituted accounting period in 
both instances), or in respect of income derived in any subsequent year of 
income. 

Section 160G(2) further restricts the operation of S.159 by providing 
that no rebate is to be allowed under that section in respect of income 
derived during any income year prior to the above-mentioned income 
years if a credit for the Australian tax is, under the Agreement, allowed 
by the United Kingdom in respect of that income. The necessity for 
§.160G(2) arises from the fact that in Australia income is assessed in the 
year in which it is derived, but in the United Kingdom certain income is 
assessed in the year in which it is remitted to that country from abroad. 
If it were not for subs.(2), income assessed in Australia for a year of tax 
prior to year ended 30 June 1947, but assessed in the United Kingdom 
on a remittance basis for a year of assessment to which the Agreement 
applies, would be the subject of the rebate provided by S.159 as well as 
the tax credit in respect of the Australian tax to be allowed by the United 
Kingdom under Art. XII(1) of the Agreement. 

It was officially explained that a further reason for the insertion of 
S.160G(2) arises from the fact that trading income derived during a 
substituted accounting period which ended on any date between 6 April 
1945 and 5 April 1946 would normally be accepted by the United Kingdom 
as in substitution for the United Kingdom income year ended 5 April 
1946, and would form the basis of the United Kingdom assessment for the 
assessment year beginning on 6 April 1946. Thus, if a trader balanced on 
30 June, and his accounting period were accepted in lieu of the United 
Kingdom income year, the profits for year ended 30 June 1945, would as 
explained above, form the basis of the United Kingdom assessment for the 
assessment year beginning on 6 April 1946, i.e. the first United Kingdom 
year to which the Agreement applies. The income of year ended 30 June 
1945 would also, however, form the basis of the Commonwealth assess 
ment for the year of tax ended 30 June 1945, in the case of individuals 
and for year of tax ended 30 June 1946 in the case of companies. But for 
S.160G(2) the taxpayer would be entitled*to a rebate from the Common- 
wealth under s.159 as well as a full tax credit from the United Kingdom 
under Art. XII (1) of the Agreement in respect of the Australian tax. 

On the other hand, new S.160G(3) ensures that taxpayers shall not be 
denied the right to receive a rebate under S.159 in respect of income derived 
during income years ended 30 June 1946 and 1947 in the case of a com- 
pany, and during income year ended 30 June 1947 by an individual, if that 
income is assessed in the United Kingdom for a year of assessment prior 
to the year of assessment beginning on 6 April 1946, i.e. the first United 
Kingdom year to which the Agreement applies. It was officially explained 
that this provision is necessary to preserve to the taxpayer, in the first 
year or years of the transition period, his right to a rebate under S.159 in 
respect of income which may be assessed by the Commonwealth for a 
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year of tax to which the Agreement applies in Australia, and by he 
United Kingdom for an assessment year to which the Agreement does nof 
apply in the United Kingdom. 


1947 AMENDMENTS TO CONCESSIONAL REBATES 


The following is a summary of the amendments made to S.160 by the 
Amending Act of 1947. These amendments apply in respect of income 
year ending 30 June 1948 and subsequent years. 


Spouse and dependent relative rebate. 


Section 160(2) (a) allows a rebate of tax in respect of the spouse of 
a taxpayer or, where the taxpayer is a widow or widower, in respect of a 
female relative having the care of any of his children under the age of 16 
years. In each instance the spouse or relative must be (i) a resident of 
Australia and (ii) wholly maintained by the taxpayer. The spouse or 
dependent relative is deemed to be wholly maintained if the separate net 
income derived by her is less than £100 and the taxpayer contributes to 
her maintenance. 

Since the introduction of Uniform Income Tax in respect of year of 
income ended 30 June 1942, the rebateable amount has been £100, except- 
ing where the taxpayer’s taxable income was between £200 and £300 when 
the rebateable amount varied between £100 and £125, according to the 
amount of the taxable income. In respect of year of income ending 30 
June, 1948, the rebateable amount has been increased by the 1947 Amend- 
ing Act from £100 to £150. The provision for a variable rebateable amount 
in respect of low incomes is repealed. However, the principle of a sliding 
scale reduction in the rebateable amount where the separate net income 
of the spouse or dependent relative is between £51 and £100 is retained. 
In such a case the rebateable amount of £150 is reduced by a sum which 
bears the same proportion to £150 as the excess of any separate net 
income over £50 bears to £50. In other words the rebateable amount 
of £150 is reduced by £3 for every £1 by which the separate net income of 
the spouse or dependent relative exceeds £50. 

The maximum rebate which may be granted remains unchanged at £45. 
The maximum rebate applies where income of year ending 30 June 1948 
is not less than £1,585. 

Example (1): 

Taxpayer’s taxable income of year ending 30 June 1948, is £500 wholly 
derived from personal exertion. The separate net income of his wife is 
£40. The rebateable amount is £150. Income tax payable is calculated 
as follows: 
Taxable income — £500 at 165d... .. .. = £34 7 0 
Concessional rebate — £150 at 34°5d. (p.e. rate 

ue Se DD oa 44 0s 46 40 06 se 4c 21 11 0 


Net tax payable... .. 0... 0. ce ce ee ee ee) £12 16 0 


Example (2) : 
Taxpayer’s taxable income of year ending 30 June 1948, is £500 wholly 
derived from personal exertion. The separate net income of his wife is 
£70. The rebateable amount is £90, viz: 
(i) Excess of separate net income £70, over £50 = £20 
(ii) Maximum rebateable amount = £150 
(iii) Proportion of £150 which the excess of £20 bears 
2 
to £50 = 7X £150 = £60. 
(iv) Spouse rebate is based on £150 — £60 = £90. 
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© In the case of a widow or widower a rebate is allowed under S.160(2) 
(a) in respect of a female relative having the care of the taxpayer's child- 
yen under the age of 16 years. This provision excluded the allowance of 
a rebate where the children were step-children. The section has been 
amended to enable the rebate to be allowed where the children are step- 
children. The amendment first applies to assessments based on income 
derived during year ending 30 June 1948. 









) by the 
income 






Daughter-housekeeper rebate. 
Section 160(2) (aa) allows a rebate of tax to a taxpayer who is a 








Ouse of # widow or widower in respect of a daughter who is wholly engaged in 
ct of a keeping house for the taxpayer. The daughter must be wholly maintained 
> of 16 by the taxpayer. The daughter is deemed to be wholly maintained if 
lent of her separate net income from ali sources is less than £100 and the tax- 





use or 
ite net 
ites to 


payer contributes to her maintenance. 

The daughter-housekeeper rebate was first granted in respect of year of 
income ended 30 June 1943, when the rebateable amount was fixed at 
£100. In respect of year of income ending 30 June 1948, the rebateable 














car of # amount has been increased by the 1947 Amending Act from £100 to £150. 
KOCeEe The principle of a sliding scale reduction in the rebateable amount where 
When the separate net income of the daughter is between £51 and £100 is 
O the retained. In such a case the rebateable amount of £150 is reduced by a 
ig 30 sum which bears the same proportion to £150 as the excess of any separate 





nend- net income over £50 bears to £50. In other words the rebateable amount 













tount BH of £150 is reduced by £3 for every £1 by which the separate net income 
iding of the daughter exceeds £50. Thus, if the daughter’s separate net income 
— is, say, £90, the daughter housekeeper rebate is based on 230: 
aa (i) Excess: £90 — £50 = £40. 
i 40 
net (ii) = of £150 = £120 
a (iii) Rebateable amount = £150 -- £120 = £30. 

The maximum rebate which may be granted remains unchanged at £45, 
£45 The maximum rebate applies where income of year ending 30 June, 1948, 
948 is not less than £1,585. 





Housekeeper rebate 


Section 160(2) (ab) in its original form allows a rebate of tax to a 
taxpayer who is a widow or widower in respect of a person who is wholly 
engaged in keeping house for him and has the care of any of his children 
under the age of 16 years. The housekeeper rebate was first granted in 
respect of year of income ended 30 June 1943, when the rebateable 
amount was fixed at £100. 

In respect of income year ending 30 June 1948, the 1947 Amending 
Act repealed old paragraph (ab) and inserted in its stead a new para- 
graph (ab). New S.160(2) (ab) extends the housekeeper rebate, in certain 
circumstances, to a taxpayer who is not a widow or widower, for example, 
a husband whose wife has deserted him and who engages a housekeeper 
to care for children maintained by him. As in the case of other compar- 
able classes of dependants the rebateable amount has been increased from 
£100 to £150. 

A taxpayer is entitled to the new housekeeper rebate where: 

(i) he is not entitled to the spouse or dependent relative rebate 
under S.160(2) (a) or to the daughter-housekeeper rebate 
under S.160(2) (aa) and 

(ii) ih the case of a married taxpayer—the separate net income of 
his spouse in the year of income is less than £100. 

The housekeeper must be a resident; must be wholly engaged in keep- 
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ing house for the taxpayer and must have the care of children or step 
children of the taxpayer who are under the age of 16 years, or of any other 
children in respect of whom the taxpayer is entitled to a child rebate under 
S.160(2) (b). Under the original provision the rebate was restricted to 
cases where the children were those of the taxpayer. 

No rebate is allowed to a married taxpayer under new S.160(2) (ab) 
where he is denied a rebate for his spouse under S.160(2) (a) on the 
ground that her separate net income is £100 or more. However, the 
Commissioner is empowered to relax this rule where he “is of opinion that, 
because of the existence of special circumstances, it would be just to allow” 
a housekeeper rebate. It was officially stated that an example of this 
excepted class of case would be where a wife who has deserted her husband 
and children is in employment and in receipt of £100 or more. In such 
a case the Commissioner may allow a housekeeper rebate based on £150 
or such lesser sum as he considers reasonable. 

Provision is made to enable the Commissioner in his discretion to allow 
a proportionate rebateable amount where the housekeeper is engaged 
during part only of the year, or if the taxpayer is entitled to a rebate by 
reference to S.160(2) (a) or S.160(2) (aa) in respect of a spouse, 
dependent relative or daughter-housekeeper who is wholly maintained by 
the taxpayer during part only of the year. 

Example: 

A taxpayer husband was deserted by his wife on 31 January 1948. He 
continued to contribute to her maintenance until 28 February 1948, when 
she obtained employment from which she derived £80 up to 30 June 
1948. On 31 March 1948, he engaged a full-time housekeeper who also 
had the care of his two children under the age of 16 years. 

It is considered that the taxpayer would be entitled to rebates based on 


the following amounts: 
£80 — £50 


Tj we LIU = 
Wite £150 — { AX £150 $= £60 
Housekeeper: one-quarter of £150 = 38 
First ciuld under 16... .. .. .. .. «» 10 
a fo ee a ae a 


£248 


As in the case of the spouse, dependent relative and daughter-house- 
keeper rebate, the maximum rebate allowable in respect of a housekeeper 
is £45. The maximum rebate applies where income of year ending 30 
June 1948, is not less than £1,585. 


Child rebate 


Section 160(2) (b) allows a rebate of tax in respect of each child 
under the age of 16 years who is a resident and who is wholly maintained 
by the taxpayer. The child allowance was first allowed as a rebate of 
tax in year of income ended 30 June 1942. Since then the rebateable 
amount has been £75 in respect of the first child under 16 years and £30 
in respect of each other such child. For year of income ending 30 June 
1948, the rebateable amounts have been increased by the 1947 Amending 
Act to £100 and £50, respectively. 

The rebate allowable in respect of the first child is limited, as hereto- 
fore, to a maximum amount of £45, and applies where income of year 
ending 30 June 1948, is not less than £3,386. However, the, maximum 
rebate in respect of each other child is increased by the Amending Act 
from £8 to £15, and applies where income of year ending 30 June 1948, is 
not less than £1,585. 
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Invalid person rebate 


? Section 160(2) (ba) in its original form allows a rebate of tax in 


respect of an invalid child of the taxpayer of the age of 16 years or over. 
The invalid child rebate was first granted in respect of year of income 
ended 30 June 1943, when the rebateable amount was fixed at £75 less 
the amount (if any) of Commonwealth invalid pension paid in respect of 
the child. ; 

In respect of income year ending 30 June 1948, the 1947 Amending 
Act repealed old paragraph (ba) and inserted in its stead a new paragraph 
(ba). New S.160(2) (ba) extends the rebate to allow it in respect of 
any invalid person, being a child, step-child, brother or sister of the tax- 
payer of the age of 16 years or over at the beginning of the year of income 
ending 30 June 1948. The amount on which the rebate is based has been 
increased from £75 to £100. In cases where an invalid pension is paid by 
the Commonwealth, the rebateable amount of £100 is reduced by the 
amount of such pension. 

The maximum rebate which may be granted remains unchanged at 
£45, and applies where income of year ending 30 June 1948, is not less 
than £3,386. 

Student child rebate. 


Section 160(2) (bb) in its original form allows a rebate of tax in 
respect of each child between the ages of 16 and 18 years who is wholly 
maintained by the taxpayer and who is receiving full-time education at a 
school or university. The student child rebate was first allowed for year 
of income ended 30 June 1945, when the rebateable amount was fixed at 
£75 reduced by the value of assistance (if any) provided by the Common- 
wealth or a State in respect of the child’s education. 

For year of income ending 30 June 1948, the concession granted by 


S.160(2) (bb) has been enlarged by the 1947 Amending Act which 
extends the maximum age limit to 19 years. The rebateable amount has 
also been increased from £75 to £100. 

The maximum rebate allowable in respect of each student child remains 
unchanged at £45, and applies where income of year ending 30 June 1948, 
is not less than £3,386. 


Parent rebate. 


Section 160 (2) (c) allows a rebate of tax in respect of a taxpayer’s 
mother who is a resident and wholly maintained by the taxpayer. Since 
the introduction of uniform income tax the rebate has been based on an 
amount of £100. 

In respect of income year ending 30 June 1948, the 1947 Amending 
Act repealed old paragraph (c) and inserted in its stead a new paragraph 
(c). New S.160(2) (c) extends the scope of the rebate to cover a 
dependent father as well as a dependent mother. The amount on which 
the rebate is based has been increased from £100 to £150 in respect of 
each dependent parent. 

However, the position remains the same under the new provision as 
under the old, that, on a literal interpretation, a taxpayer is deprived of the 
benefit of the rebate if his father or mother receives any financial support, 
however trifling, from any source other than the taxpayer. To ameliorate 
the harshness of so literal a reading, it is understood that it is Departmental 
practice to allow the rebate where the parent receives sums up to £10 per 
annum from sources other than the taxpayer. 

The maximum rebate allowable in respect of each parent is £45, and 
— where the income of year ending 30 June 1948 is not less than 
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Special rebate in case of incomes between £250 and £350. 


New S.160(2) (ca) provides for the allowance of a special rebate where! 
a taxpayer’s taxable income does not exceed £350 and he is entitled toa 
rebate of tax in respect of a dependant. This special rebate has the effect 
of raising the limits of income which may be derived by persons with 
dependants before incurring any liability to social services contribution or 
income tax. The amount on which the special rebate is based is £50 less 
£1 for every £2 by which the taxable income exceeds £250. It thus ceases 
to apply where the taxable income is £350 or more. It should be observed 
that the special rebate is allowed only to a taxpayer who is entitled toa 
rebate for a dependant, i.e. under S.160(2) (a) (aa) (ab) (b) (ba) (bb) 
or (c); it is not allowed, for instance, to a person with no dependants 
but who is entitled to a rebate for, say, medical expenses. 


Rebate for medical expenses—diathermic treatment 


Section 160(2) (d) provides for the allowance of a rebate of tax in 
respect of various classes of medical expenses paid by the taxpayer in 
connection with any illness of or operation upon himself, his spouse or 
any of his children under the age of 21 years. The Amending Act of 
1947 extends the scope of this concession to include payments for 
diathermic treatment provided such treatment is administered by direction 
of a legally qualified medical practitioner. However, the maximum 
amount on which a rebate may be allowed remains at £50 each for the 
taxpayer, his spouse and each of his children under the age of 21 years. 
The maximum rebateable amount of £50 applies to the aggregate of 
expenditure on all classes of treatment specified in S.160(2) (d). 


Funp For PusBLic CHARITABLE PURPOSES 


The decision of the English Court of Appeal in Trustees of Sir Howell 
Jones Williams’ Trusts v. I. R. Comrs. ({1945] 2 All E.R. 236) has been 
affirmed by the House of Lords ([1947] 1 All E.R. 513). In the leading 
judgment, Lord Simonds re-asserted certain propositions which must 
ever be borne in-mind in any case in which the question is whether a trust 
is charitable. 

The first is that a trust is not charitable unless it is within the spirit and 
intendment of the preamble to 43 Eliz. c.4. | The second is that the 
classification of charity in its legal sense into four principal divisions by 
Lord Macnaghten in Pemsel’s case ({1891] A.C. 583) must always be 
read subject to the qualifications appearing in the judgment of Lindley LJ. 
in Re Macduff ({1896] 2 Ch. 466), a$ expanded in the opinion of 
Viscount Cave, L.C., in A. G. v. National Provincial Bank ([1924] A.C. 
265), namely that Lord Macnaghten did not mean that all trusts beneficial 
to the community were charitable, but that there were certain beneficial 
trusts which fell within that category, with the result that it was not 
enough to say that a particular trust was for public purposes beneficial to a 
community or for the public welfare, but it must also be shown to be a 
charitable trust. 

There is a further principle, namely, a trust to be charitable must be of 
a public character. The rule is thus stated by Lord Wrenburv in Verge 
v. Somerville ((1924] A.C. 499) : “To ascertain whether a gift constitutes 
a valid charitable trust so as to escape being void on the ground of 
perpetuity, a first enquiry must be whether it is public—whether it is for 
the benefit of the community or of an appreciably important class of the 
community. The inhabitants of a parish or town, or any particular class 
of such inhabitants, may, for instance, be the objects of such gift, but 
private individuals, or a fluctuating body of private individuals, cannot.” 

Although Lord Wrenbury put the above rule first, it should be borne in 
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und that the question as to whether or not a trust is of a public character 
ss not arise at all if the purpose of the gift is not itself charitable. 
If the purpose is charitable within the meaning of the preamble to 43 
fiz. c.4, then it must also be established that the trust is of a public char- 
It must not be merely for the benefit of particular private indi- 
als. If it is, it will not be in law a charity though the benefit taken b 
se individuals is of the very character stated in the preamble. ([1947] 


CoNDITION OF ALLOWANCE OF CERTAIN GiFTs, CoNTRIBUTIONS, ETC. 


Section 78(1) allows a deduction in the case of companies in respect of 
certain specified gifts. Section 78(1) (c) grants a deduction of pensions 
and retiring allowances paid by the taxpayer to certain of his employees 
and their dependants. Under S.79 a deduction is allowed of voluntary 
contributions to employees’ benefit etc. funds. A special deduction is 
ganted by S.79A to taxpayers residing in the remote areas of Australia. 
Section 78(3) provided that the aggregate of deductions allowable under 
$3.78, 79 and 79A shall not exceed the amount of income remaining after 
deducting from the assessable income all other allowable deductions 
“except the deduction of losses of previous years.” The Amending Act 
of 1947 has inserted in S.78(3) the words “and any deduction allowable 
under Division 10 of this Part” after the words previously quoted. The 
object of this amendment is that, for purposes of the assessment of tax- 
payers carrying on mining operations in Australia, the amount of any 
deduction allowable under Division 10 in respect of capital expenditure on 
plant or development or expenditure on exploration or prospecting shall 
not be taken into account before determining the amount (if any) of the 
deductions allowable under Sections 78, 79 and 79A. 

The above amendment applies to both individuals and companies in 
respect of income year ended 30 June 1947, and ali subsequent years. 


ProFit on Goops AcgurirED AT Less THAN MARKET VALUE. 


The taxpayer company, a British company, was formed in 1936 by a 
Jew carrying on business in Germany as an exporter of textile goods, 
with a view to avoiding so far as possible the control imposed upon him 
by the Nazi Government. He supplied goods to the company at less 
than normal market prices, so decreasing his profits and increasing those 
of the company. The company claimed that for income tax purposes its 
profits should be computed by substituting for the figures of cost brought 
into its accounts figures representing the market value of the goods 
supplied. Held that the company’s claim be rejected (Julius Bendit v. 
LR. Comrs. (1945) 27 Tax Cas. 44). 


Tax INSTALMENT DEDUCTIONS 


Payments to employee at piece work rates or of bonuses which have no 
relation to any period of time. 

The taxpayer, an onion grower, arranged with Healy and others to pick 
and bag onions on the former’s farm at 2/- per bag. No conditions 
bound Healy to work at any particular time or times or on any particular 
day or days or at any particular rate. He could work day after day if he 
those, but continuity was not incumbent upon him. Healy did not so 
choose. There was a wine shanty in the vicinity with attractions superior 
to onion picking and his work was inconsecutive. He worked between 12 
February and 25 March 1945, i.e., for 42 days or six weeks. He was 
paid £32 on 25 March for the onion picking and bagging he had done. No 
deduction for income tax was made under Division 2 of Part VI. Asa 
tonsequence, the taxpayer was charged with an offence under S.221C(1) 
and (1A). The substance of the charge was that, by virtue of subs. 
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(1A), Healy was deemed to have been entitled on 25 March to recei 
respect of the week ending 24 March the sum of £5/6/8 (£32 ~ 6) 
salary or wages, and that this sum was paid by the taxpayer who } 
failed at the time to make the deduction for income tax at the prescrif 
rates. Held (by majority: Latham, C.J., Dixon, McTiernan and Willig 
JJ.; Starke, J. dissenting) that the information failed because the fag. 
did not bring the transaction within $.221C, as the payment was not ma 
“in respect of any period, and more specifically it was not a payment mag 
“in respect of a period of time in excess of one week” so as to bring S,22i¢ 
(1A) into operation. (Broome v. Chenoweth (1946) 3 A.I.T.R. (j 
course of publication). 

The amending Act of 1947 repealed sub-section (1A) of S.221C unde 
which the above decision was given and substituted a new provisig 
which reads as follows: 

“(1A) For the purposes of this section, where an employee receives 
from an employer any salary or wages, he shall: 

(a) if the salary or wages is or are paid in respect of any piece work 
performed by the employee, or in respect of any services rendered 
under a contract which is wholly or substantially for the labour 
the employee—be deemed to be entitled to receive that salary off; 
those wages in respect of the period of time from the commence. 
ment of the performance of the work or services until the completion 
of the work or services; and 
if the salary or wages is or are paid in respect of any other servic 
performed or rendered but not in respect of any period of time- 
be deemed to be entitled to receive that salary or those wages ia 
respect of the period of fifty-two weeks immediately preceding th 
date upon which the salary or wages was or were received by him; 
and , 
if he is entitled, or deemed to be entitled, to receive the salary or 
wages in respect of a period of time in excess of one week—t 
deemed to be entitled to receive, in respect of each week or part 
of a week in that period, an amount of that salary or those wages 
ascertained by dividing the salary or wages by the number of days 
in the period and multiplying the resultant amount : 

(i) in the case of each week—by seven; and 
(ii) in the case of a part of a week—by the number of days in th 
part of a week.” 

Paragraph (a) of the new provision seeks to provide that wages earned 
at piece work rates, which have no relation to any period of time, shal 
be deemed to relate to the period of time in which the service concerned 
performed. 

Paragraph (b) is designed to give statutory authority to the Depart 
mental ruling that payments by way of suggestion bonuses, etc., which 
have no relation to any period of time, should, for purposes.of calculation 
of tax instalment deductions, be deemed to be paid in respect of a full 
year. 

The amended provision came into operation on 3 June 1947, the datt 
on which the Bill received the Royal Assent. 


Commissioner may refuse credit where group certificate is issued for 
amount in excess of actual deductions made. 


Section 221H provides in effect that the Commissioner shall apply the 
face value of tax stamps sheets and group certificates produced to him by 
an employee taxpayer in payment or part payment of the tax assessed om 
that employee. If the value of the tax stamps sheets or group certificates 
falls short of the tax actually assessed, the deficiency must be paid @ 
cash; if the value exceeds the tax payable, a cash refund must be made 
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nsome instances employers have advised the Department that they had in 
or issued group certificates for amounts in excess of deductions actually 
and they have asked that the Department should not allow the 
mployee credit for such excess. However it was officially stated that the 
own Solicitor was of opinion that the Commissioner had no power 
der the Act to refuse credit to the employee for the full amount stated 
in the group certificate produced by him. To correct this position new 
sub-section (7) has been inserted by the 1947 amending Act in S.221H. 
‘The new provision reads as follows: 
“If the Commissioner has reason to believe that any group certificate 
produced to him is incorrect in any particular, he may retain that 
group certificate for such period as he thinks fit and shall not apply 
the amount shown in the certificate in payment of any tax, or make 
any payment or issue any interim stamps receipt in respect of the 
certificate, until he is satisfied as to the correctness of the certificate.” 


Liability of Employer, other than Group Employer to account for Tax 
Deductions. 


Section 221KC provides that any amount payable to the Commissioner 
under those provisions of the Act relating to collection of income tax by 
instalments shall, in effect, be a debt due to the Crown. Section 221K(5) 
requires an employer who is a group employer to pay to the Commissioner 
the amount of tax deductions made by him during each month from salary 
or wages paid to his employees. Thus, a group employer who fails to 
account for any tax deductions made by him becomes liable to the Com- 
missioner for the amount thereof and he may be sued for such debt. 
However, the Act put no corresponding liability upon employers, not being 
group employers’, who failed to purchase tax stamps for the amount of 
deductions made from employee’s wages. To correct this position new 
§221KF was inserted by the amending Act of 1947. 

The Section reads as follows: 

“Where an employer, who is not registered as a group employer, 
makes a deduction for the purposes of this Division, or purporting 
to be for those purposes, from salary or wages paid to an employee 
and fails to deal with the amount so deducted in the manner required 
by this Division or by the regulations, he shall be liable to pay that 

. amount to the Commissioner.” 

It was officially ‘stated that this amendment was prompted by the 
judgment in Re Christina and Norman Johnson (1946) 3 A.I.T.R. 458 
where the question was raised but not decided as to the right of the 
Commissioner to prove for the amount of tax instalment deductions made 
by an employer prior to his assigning his estate for the benefit of his 
creditors and for which he had failed to purchase tax stamps. 

The above amendment clarifies the right of the Commissioner to prove 
asa debtor under the Bankruptcy Act for the amount of tax instalment 
deductions made by an employer but not applied in the purchase of tax 
stamps just as he has a right to prove for the amount of deductions made 
by a group employer but not remitted to him as required under the Income 
Tax Assessment Act. It would appear however that in such a case the 
Commissioner has no preferential right to payment of any debt due to him 
by virtue either of S.221KC or S.221KF. In this connection it may be 
noted that it was held, in Re Gathercole (1940) 6 A.T.D. 184, that moneys 
deducted as Tasmanian unemployment relief tax from employees’ wages, 
but not paid to the Commissioner, were not a debt for “income tax” for 
which the employer was liable under the Tasmanian. Act and was not a 
debt for income tax “assessed,” so that the Commissioner had no priority 
therefor under S.84(1) (h) of the Bankruptcy Act, 1924-1933. 





; 
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The Commonwealth Institute of Accountants Dia 
Jubilee Convention 


The Diamond Jubilee Convention was a great success—technically 
well as socially ; in fact one commentator, not a member of the Instityt 
described it as a triumph for the Institute. In every way, it was worthy @ 
the occasion, but perhaps its most striking characteristic was the m 
ferment amongst accountants which it evidenced. A spirit of enquiry i 
abroad, old shibboleths are being challenged, a new search is being made for 
“principles” of accounting. No observer at the technical sessions cou 
escape these conclusions. The editor of The Australian Accountant by 
asked some of those who were constant in their attendance at the varioy 
sessions for their impressions. Here they are: 


Mr. G. E. T. Dorman, of Invercargill, New Zealand, writes: 


I take this opportunity of expressing my appreciation for the hospitality 
shown to me during my visit on the occasion of the Centenary Convention 
of the Commonwealth Institute of Accountants. I attended all the 
lectures and submit the following comments: 


Tuesday: Symposium on Depreciation. 


Three excellent papers on which each speaker gave a clear and 
descriptive explanation of the salient points introducing inter alia 
the importance of providing for replacement cost, and the inclusion of 
such cost in prices, otherwise capital must provide revenue expense, 

As my firm is substantially concerned in Transport Accounting, | 
have received much benefit, particularly from the paper by Mr. L. A 
Schumer on “Cost Accounting,” in its relation to the Transport 
Industry. 


Wednesday: Form of Public Accounts. 


Mr. A. A. Fitzgerald gave an address of a very high standard. He 
expounded explanations on accounting for facts and forms of financial 
statements. His explanations of the line of demarcation between 
records of facts and statements of policy were those of one possessed 
with a clear analytical mind. His contribution to the future d 
accounting is invaluable. 


The Evolution of Corporate Accounting, by R. A. Irish. 


The evolution of Accounting, its relation to present day and to 
the future of our profession, as set out by Mr. Irish, gave us a living 
picture of events as they unfolded. He spoke in a very fluent mannet 
and left us with a full responsibility of our duties as Accountants in4 
fast changing world of commerce. 


Friday: Accounting for Trading Stock: Mr. W. M. Scott. 


The speaker dealt with a highly technical paper on stock contrdl, 
recording, valuations, and auditing of stock records. The necessity 
for consistency in valuation, especially where subsidiary concerns 
are involved, was stressed, and cannot be over-emphasised by 
Accountants and Auditors. It was a first-class paper well delivered. 


My Chief Impression: 
How thankful we all should be that such busy leading Accountants 
should contribute so unselfishly for the benefit of our profession. 
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4 L. A. Brumby says: 


The Convention was a success. 
It brought together members of the Institute and their friends in a 
manner befitting its 60 years of hope, experience and achievement. 

From a modest beginning in one State to a nation-wide representation 
and recognition is something for all to be proud of. 

The degrees conferred are valued by members, by educational authori- 
fies and the business community, all of which was evident from the tone 
of discussion at formal and informal meetings during the celebrations. 

The technical sessions were excellent, although at times I thought that 
the subsequent debates did not rise to the level of the paper submitted. 
This is a matter to which some thought could be given when arranging 
future lectures on a national basis. The discussion should serve to bring 
out the high-lights of the paper. 

The Convention was a celebration of past achievements which, slightly 
misquoting the words of Mr. A. A. Fitzgerald, can now be discarded as 
matters only for recording and presentation in an historical sense. 

We are, however, vitally concerned with the future, and because this is 
so, the paper by Mr. Fitzgerald and the subsequent address thereon by 
Dr. Gordon Wood, were of particular interest. They both showed, in 
my opinion, a very clear understanding of the problems of the profession. 
Education and research were the key notes sounded by both gentlemen in 
their thought-provoking addresses. 

Incidentally, the experiment of bringing in an outside party and not a 
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a member of the profession to comment on the paper, was undoubtedly 
ense @ stimulating, and I hope that more use will be made of well-qualified people 
ing, | in the future to present the outsider’s views on matters appertaining to 
L. A@ the profession. 
asport The paper by Mr. W. M. Scott brought into very bold relief the 
necessity for national registration of accountants. This aspect must be 
followed up if accountants are ever to be regarded as other than a 
profession of national stragglers. 
. He The social functions were all very pleasant, and undoubtedly contributed 
uncial ™ toa most successful week, great credit for which is due to the organising 
ween committees and the very efficient Registrar and his greatly overworked 
essed staff. 
¢d@ Mr. R. Keith Yorston, of Sydney: 
My main impression of the Institute’s Diamond Jubilee Convention is 
that of a huge machine running smoothly and of its chief mechanic, Mr. C. 
d to W. Andersen, solemnly and most efficiently wandering amongst the 
: workings of the machine, with a large oil-can with which to ensure a 
~ continuance of its smooth performance. The organisation of the Con- 
af vention both on the technical side and on the social, was excellent. 
On the social side of the Convention, I consider that the wives and 
lady friends of the hosts (the Victorian Divisional Council and friends) 
did a magnificent job. To the many who threw open their homes to us, 
ral, visitors, and regaled us with refreshments and permitted us to meet inform- 
sity ally so many of the personalities attending the Convention, we are greatly 
ras indebted. I feel sure there was many a discussion in a Melbourne home, 
by after the visitors to the Convention had left Melbourne, as to how the 
od. October petrol ration had all been used up so early in the month. The 
Convention dinner was, in my view, the outstanding social event. The 
stirring speech delivered by the Chief Justice of the High Court of 
ats Australia, Sir John Latham, will long be remembered. One member 






who came 800 miles for the Convention said to me that he considered his 
trip was worthwhile to hear that speech alone. 
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All the technical sessions were good and the contributors of papers, ay 
commentators thereon, are to be complimented. 

The first technical session took the form of a Symposium on Depreciatiog) 
It is obvious from the three papers that the viewpoint of the writer of ¢f 
paper coloured his treatment of this subject. The ensuing debate was 
characterised by a discussion which indicated that there is still some very 
muddled thinking regarding this important subject. Depreciation 
obviously is still considered as a hybrid of a means of spreading the cog 
of an asset over its useful existence, an attempt to measure changes in 
value of assets and as a method of providing for replacement costs. I fet 
after the first technical session that the mere fact the Convention had 
caused certain topics to be discussed was a considerable benefit in itself— 
quite irrespective of whether the discussion was sound or not. The 
effectiveness of the discussion at the various sessions would have been 
improved by arranging beforehand for certain persons to speak, as 
required, and thus avoiding its proceeding entirely along Jaissez faire 
lines. 

The second technical session produced, as was expected, a very good 
paper by Mr. A. A. Fitzgerald on the subject of “Form of Public 
Accounts” and contained some surprises for many of us, e.g., we were 
surprised at the statement that governmental accounting does not always 
lag behind private accounting. We were informed that the organisation 
of the accounting routine in government offices is as good as in most 
private businesses and better than in many. Budgetary control was, we 
knew, developed in governmental circles before being taken up by private 
enterprise, but I did not know that standard costs were first used in 
Australia by a government operated factory. 

Professor G. L. Wood, a commentator at this session, in another of his 
masterly addresses punctuated with just the required airnount of humour, 
indicated the increased future possibilities for accountants and prophesied 
that our profession is faced with opportunities for service to society of a 
scope and character unimagined in the past. The Professor sees the 
accountant of the future not only possessed of greater skill in technical 
subjects but also with a considerably wider knowledge of social, economic 
and allied subjects. He pictured a bright future for accountants, with 
wider horizons. Apparently Professor Wood is equally at home in discus- 
sing higher accounting topics as in so many of the other varied subjects 
he is master of—the last occasion on which I heard him speak was at 
Goulburn, when, before the Institute of Political Science, he learnedly 
discussed and explained how Australia should fill its empty cradles. 

The Annual Research Lecture which formed part of the Convention 
was to set the stage for an excellent survey,’ developed in a most 
systematic manner, of the evolution of corporate accounting, by Mr. R. 
Irish. Mr. Irish painted his picture on a wide canvas and ably covered 
five centuries of accounting thought from Pacioli to Social Accounting. 
Many considered the Research Lecture the highlight of the technical 
sessions. The test of corporate accounting lies in the results achieved 
and I was interested to see.that Mr. Irish indicated that such results are 
to be looked at from the viewpoint of society as a whole—not from the 
viewpoint of one group of interested parties. Perhaps the simplest and 
quickest reflection on Mr. Irish’s paper is to express agreement, from a 
research point of view, with the comment given by Mr. A. A. Fitzgerald 
at the conclusion of the lecture: “The best research lecture in Australia 
to date.” The Institute is to be congratulated upon sponsoring these 
annual research lectures. Research in accounting is new. Research 1s 
tedious. The advantage of research lies in the fact that the knowledge 
uncovered by one may be translated into new techniques by others. 
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© So much has been said and so much written with reference to stock- 
jn-trade that many of us, I feel sure, were quite unprepared for the very 
practical exposition given at the final technical session by Mr. W. M. Scott, 
and by the practical discussion led by two very able commentators. 

The two outstanding thoughts brought home by us from the Convention 







ate Was 

me y me: ; , 
reciation Firstly, the fact that accounting concepts are forever in the making. 
the cog The doctrines and conventions of accounting are not fixed and certain, 


their application rests upon judgment and opinion, and as judgment and 
opinion are human they are, therefore, always changing and forever 
seeking improvement. The Institute, by the holding of the Convention and 
by its sponsoring of Research Lectures, is assisting in the clarification and 
dissemination of accounting thought and techniques. 

Secondly, that accounting is a “coming” profession. Professor Wood 
indicated that not only would increased opportunities be available to 
accountants in the new era, but that accountancy was a career for the 
educated man. Continually were we reminded by those persons who 
prepared papers that accounting as an organised profession is relatively 
young when contrasted with the other professions and that accounting 
thought is in a continual state of flux. There is no room in a forward- 
looking society for the slumber of fixed opinions, static methods and 
unoriginal plans. Accountants must be “on the move;” we live in an 
age of transition and accounting thought, like most other fields of know- 
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S, we ledge, is in the process of clarification and restatement. Increased utility 
rivate to society as a whole is the watchword. The outlook in 1947 differs 
ed in vastly from that in 1887. Modernity is not determined by date, but by 
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A convention is a calling together “with intent”: the difficulty is to 
predict, and provide for, the kind of intent. It may be that the purpose is 
to consider changes of a general or special kind. If the aim is to change 
opinion, that calls for persuasion; if it is change of practice, that calls for 
argument ; if the pressure is upon change of outlook, that calls for facts, 
for information, indeed for shock. A convocation to consider either 
common or special problems of this kind always runs the risk of falling 
between frank reporting and mutual admiration. The only preventative 
of such failure is good planning. The Diamond Jubilee Convention met 























a with the special intentions of reviewing sixty years of achievement, of 
R appraising present theory and practice, and of prospecting new conditions 
ed which bear upon professional qualification. 
ng. _ A conference, especially if it is well planned, should provide both 
» information and mental irritation ; it should confront conservatism with 
ed radicalism ; and if it is devoted in the main to vital adjustment, it should 
a develop a characteristic anxiety complex. Measured by those tests, the 
he Convention would have been rated A+ had there been rather more time 
d in committee” and more cut and thrust in debate. What there was of 
contention was good; but the explosive spark of revealed disagreement 
d was relatively infrequent. This is not difficult to understand. An 
* ancient and honorable profession seemed to have become conscious of 
fin de siecle, the end of a stage in its history. It had become almost 





favourable to change or, rather, disposed to invest its conference time in 
long term futures. It was more interested in telescopic than in micro- 
scopic vision. : 
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- The non-technical observer is sometimes more susceptible than , 
expert practitioner to the feel of discussion, especially if he has had much ~ 
experience of sthe frustration and inconclusiveness which beset many 
conventions. So far as this observer is competent to pass an opinion, he 
would say that to a marked degree the 1947 Convention of the Institute 
was quietly dynamic and purposefully progressive. It developed a 
fondness for exploration, for leaping beyond the limits of contributed 
papers. It displayed a readiness to consider the prospect rather than the 
past. It carried a sense of intellectual adventure into new professional 
terrain over which “smog” hangs so heavily that visibility is low. The 
challenge of change was undoubted, the collective response was to meet 
rather than evade the challenge. At times the response almost amounted 
to the repudiation of orthodoxy with little more than a warning voice 
now and then in opposition. 

Some of the less technical landmarks of the discussion should not be 
ignored. One of the most interesting was that of deciding whether the 
accountant was in his true role as a forecaster or whether he should be 
content to remain a recorder. Is he a prophet or merely a teller of tales? 
Any record of the past (the tale, the tally, the toll) contains the idea of 
making an account. The sustained history of getting and giving over a 
period must, of course, be the technical objective; but the tale of the 
past is the experience upon which decisions of the future are built. Should 
the narrator of transactions ever venture into prediction? Should the 
accountant be expected to develop such a function under conditions of 
rapid change? This debate was perhaps an academic exercise, but it 
was clear that members were vitally interested. Fact finding and 
policy making are different jobs, but the one is a necessary preparation for 
the other. 

Secondly, there was an unending quest for the reconciliation of new 
ideas with traditions—the struggle of the reconstructor with the status 
quo, which is the real battle in any profession today. The managed 
economy and the impact of controls took on a new importance for the 
accountant. It was realised that the social framework of business is not 
just a phoney phrase. This was the background, or rather the climate, 
of debate, and it was refreshing or irritating according to personal 
allergies. 

Such a debate necessarily provoked revulsions of various kinds. The 
scaffolds of the new era in business are uncomfortably visible to orthodox 
minds. Scaffold, moreover, is a word of double meaning; it may be a 
framework for compulsory suicide, or, alternatively, a structural aid for 
building. One achievement of the convention was that it drove powerfully 
and happily along while not unconscious of these anomalous concepts. 
Accountants seem prepared to burn at least some of their boats in order 
to set out, efficiently equipped and manned, upon a new joint venture. 
(I should have warned you about mixed metaphors). Each of the 
contributed papers had an eye upon the implications of the managed 
economy. The instruments in the control tower, the training for naviga- 
ting an untried ship on an uncharted sea, these are the real problems. A 
large section was unhappy about scrapping old charts before new ones 
were available. The effect of controls, the impact of “pegging” policies 
upon accounts, the need for deeper and wider knowledge, not of symptoms 
(accounts) but of causes (credit creation, social policy, economic 
planning), upon accounting—all these called for higher education for the 
expert practitioner. Nevertheless the ship’s records are more important 
than weather. The safety of the ship, of its complement and of its cargo 
are more important than speed or direction. The accountant must have 
first regard for the history of transactions; “precision, precision, absolute 
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“unvarying precision,” as Kipling would have said. But engines don’t 


produce power without fuel; modern business works on credit, and the 
theory of credit control as the main dynamic is pressing uncomfortably 
upon the accountant’s attention. What great reformer said, “Let me 
understand the conditions under which credit creation will be operated and 
I shall tell you of the future price-cost relationships ?” 

All that bears very closely upon the preparation of the accountant in 
the first place and upon his future professional status in the second. The 
debate proved that some old bottles find it difficult to contain new wine. 
The accountancy of the future cannot be cramped by dead ideas. Profes- 
sional qualification must match modern demands. Or so it seems to “this 


unworthy person” as Kai Lung puts it. 


G. J. J. Feil, F.1.a.N.z.: 

The excitement of the Jubilee Convention of the Commonwealth 
Institute of Accountants is over and as a New Zealand accountant, and 
therefore to some extent an outsider, I feel called upon to attempt to 
assess the value of the Convention and its importance as marking a 
milestone in the development of accountancy thought. All the papers 
delivered and all the remarks of the official commentators were of so 
high a standard that I should not care to attempt comparisons which 
must of necessity be somewhat invidious. What did strike me was the 
unifying spirit which was evident all through the proceedings. This may 
perhaps have been due in part to the dominating influence of the genius 
of Mr. A. A. Fitzgerald, who, to me, seemed the most outstanding figure 
among all the prominent accountants who took part in the discussions. 
This unifying spirit was evident also in the development of certain 
accounting concepts which have within the last few years become more or 
less generally accepted, and which are having their influence in many 
public pronouncements on accountancy matters. 

Take, for example, the principle of the matching of costs against 
income. This concept which, as I understand it owes its origin to the 
field of cost accounting in the first place, has now become so set in our 
minds that we can see it appearing in most articles that we read. All 
through the lectures and the comments this principle was evident, particu- 
larly so in the papers on Depreciation. It is only by the development of 
this concept that we can be prepared to accept the proposal that deprec- 
iation should be based, not on original cost, but on replacement value. 
Until I attended the Convention I had not heard this proposal put forth, 
but various speakers showed that there is much to support it. During 
the paper on Accounting for Stock in Trade the same idea was further 
developed. Again the principle of full disclosure and the abandonment of 
conservatism received much publicity, both in the papers on the Public 
Accounts and on Accounting for Stock in Trade. I feel that I for one 
cannot fully accept these doctrines. It may be that I am by nature 
conservative, but it appears to me that the accountant in the future must 
do as he has done in the past, act as a brake upon the unbridled optimism 
of the salesman and the business manager, and I fear that if we as account- 
ants entirely abandon the doctrine of conservatism we are likely to be the 
unwilling cause of excessive expansion and of undue extravagance. I 
agree that the public is entitled to the truth and the whole truth, but we 
must not forget that many members of the public have not had our 
training in the care and fostering of business, and that if, during good 
times we allow businesses to show what we, in our innermost hearts, 
must consider to be undue profits, we must be prepared to see these undue 
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profits dissipated with little or no provision for the seven lean years which 
must follow the seven fat ones. 

All through the papers and discussions, too, I found what appears to 

me to be an attitude of mental retreat before the socialistic onslaught, 
This may perhaps follow in part from the acceptance of this doctrine of 
full disclosure and the abandonment of conservatism, but it seems to me 
that the accountancy world is preparing too easily for the changes likely 
to come with complete socialisation. Many accountants I know are not 
personally inclined towards the socialistic outlook, but the papers as a 
whole certainly showed an almost defeatist attitude; as much as to say, 
“complete socialisation must needs come; let us prepare for it while we 
may.” 
Regarding the Annual Research Lecturé I cannot resist the idea that 
the Commonwealth Institute in these research lectures is cultivating a 
spirit of research, not into pure accounting, but into philosophy upon the 
subject of accounting. Accounting to me is both a science and an art, a 
science in so far as we accountants try to know the principles upon which 
sound accounting stands, and an art in so far as we carry those principles 
into effect. If we leave the realms of science and art and delve into those 
of philosophy, we are leaving the solid land, and attempting to fly before 
our wings have grown. By all means let us encourage research, but in 
Australia there seems a tendency towards branches of inquiry which are 
too speculative to be productive of much future help to the profession. 
I am aware that in saying what I have, I may be accused of rank heresy, 
but in this review I have attempted to be frank, both with myself and with 
my readers. 

To consider some other aspects of the Convention—I must confess to 
being disappointed that the attendances at the lectures were not larger. 
Considering the great membership of the Commonwealth Institute, the 
number of its members who listened to the lectures was insufficient. 
I know that many of our fellow practitioners, both in public practice and 
in mercantile offices, are more concerned with the doing of the job, than 
with the theory as to why or how the job should be done, but considering 
the brilliant men who had given much time and energy to the preparation 
of the valuable papers presented, it was disappointing that the attendances 
were not larger. 

The publicity accorded to the Convention too, was, so far as I could 
see, not such as its importance merited, and the newspapers of Melbourne 
seem more interested in the question of “news value” than in matters of 
national importance. 

It was most inspiring to meet the many gifted men who were associated 
either in the giving of the papers or in commenting upon them, and as a 
New Zealander I feel that during the week in Melbourne my time was 
well spent. 


Mr. Frank J. Murphy, of Perth: 


As the arrangements were departmentalised under the headings of 
Social, Technical and Sporting, I would like to record my impressions 
under each particular heading, with the exception of Sporting, which 
owing to the condition of my health I was not privileged to participate in. 

Social: No record of impression under this heading would be complete 
without the inclusion of a grateful tribute to the Registrar and his most 
courteous staff in the Melbourne Office. 

Our first contact with the Convention was the presenting of our creden- 
tials at the Institute Office, and our reception by the various members of 
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ithe staff might be expressed by describing it as an atmosphere of warm 
friendliness and cultured courtesy. 

The late Afternoon Party at the Lower Town Hall was excellently 
arranged, it reflected great credit on everybody connected with the organ- 
jsation, and the response of members was expressed by a general atmosphere 
of good fellowship, which extended sufficiently far to impress even our 
most insignificant selves. 

The Dinner was a triumph in every respect. The selection of the guests 
imparted a note of dignity to the proceedings, the selection of speakers to 
the various toasts indicated very careful choosing, and the catering 
arrangements left nothing to be desired. 

Technical Sessions: The amount of information and the wealth of data 
made available for those privileged to assist in the various technical 
sessions was so great as to make it utterly impossible to measure at this 
early stage the enormous benefit which must accrue to the practice of 
Accountancy in Australia. Several facts emerge in any consideration of 
these proceedings and these are briefly noted by me as under: 

The Commonwealth Institute has undoubtedly established a bureau 
of Accountancy Research in its purest sense. 

It has arranged to call together from time to time the entire roll of 
its membership to give them progressive reports of the results of 
that research. 

It is leading the profession in its awareness of the necessity for 
research, occasioned in a world of quickly changing values. 

It has attracted to itself many leading practitioners who are not 
only specially suited to research work but who are also actuated by 
the desire to lift the Accountancy Profession into its proper place, 
and claim as a right, public recognition for it, as one of the learned 
professions. 

This Convention and its results have, in my opinion, unquestionably 
strengthened the position of the Commonwealth Institute of 
Accountants. 

Conclusion: It would not be right to terminate these remarks without 
referring to the kindly courtesy which the Melbourne members showed to 
the visitors on the occasion of this Convention, and which I may humbly 
assure them was appreciated to the fullest extent By every visitor present. 

It is our earnest wish that the work so nobly begun under the leadership 
of this Institute and under the skilled direction of men like Mr. A. A. 
Fitzgerald, will be continued in an even more intensified form. 


“Alcoholic Anonymous” : 

As one of the leading accountants of Snake Gully (the other one is still 
having some trouble with his Preliminary Examination) I felt it incumbent 
on me to represent our progressive centre at the Diamond Jubilee Conven- 
tion of the Commonwealth Institute and it is with pride and pleasure that I 
place on record my impressions of that memorable occasion. I arrived in 
Melbourne on Sunday, 5th October, and had a good opportunity to observe 
its civic beauties and the fine wide streets which the city provides for the 
entertainment of citizens and visitors, who would otherwise have nowhere 
to spend the Sabbath. The pastime of walking up and down is apparently 
available to all, while ample seating accommodation is provided on the 
Post Office steps for the less adventurous. The Convention opened with a 
low afternoon party, I mean a late afternoon party in the Lower Town 
Hall. Early in the proceedings there was a resounding explosion in the 
direction of the kitchen, which made a number of ex-A.R.P. workers 
teach for their whistles. Someone said that a tea or coffee urn had 
exploded and there was some discussion as to whether the dissipated 
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urnings were subject to tax. However, the incident had a rather terrify. 
ing effect and I did not notice anyone asking for tea or coffee from then — 


on. It was very wet—the rain poured down unceasingly and deterred 
many people from leaving until quite late. On the Tuesday morning | 
went to hear the Symposium on Depreciation. Apparently a Symposium 
is not what I thought it was. An impressive quintette took up its position 
in front of a pipe organ in the Assembly Hall but nobody either played or 
sang. Three speakers, two commentators and about fifteen quiz masters 
in the audience discussed various ways of looking at Depreciation. Speak- 
ing quite personally, and as a married man, I think it is better not to look 
at it at all—but then everyone is entitled to his own opinion. 

On Tuesday night a dinner was served in the Lower Town Hall, which 
had been tidied up during the day and bore no obvious scars from the 
previous evening. The display of pre-war tuxedos and “tails” was quite 
inspiring, accentuating the progress and prosperity of the profession by 
contrasting forcibly with the post-war waistlines and developing sartorial 
convexities in infinite variety. The dinner and the speeches were 
excellent. So were the stories ; at my table there was a sort of Symposium 
on Degradation. That word is quite useful, once you get the idea. The 
success of the dinner was reflected in the mood of the Technical Session 
on the following morning. The microphone had been inadvertently 
disconnected and it was twenty minutes before anyone had the courage to 
admit, even to himself, that he could not hear anything. The subject was 
“The Form of Public Accounts” but it developed into a Wellsian prognosis 
on “The Shape of Things to Come.” I listened in vain for some hint of 
the form of accounts to be issued by Trans-Australia Airlines but, of 
course, time was limited. The afternoon being free I visited the Zoo, only 
to find that there too the merry-go-round is still more popular than the 
lions. It is a short step across Sydney Road from the Zoo to the 
Melbourne University, where the Research Lecture was delivered in the 
evening. My outstanding impressions were the eloquence and fluency of 
the lecturer and a six foot sketch of the Loch Ness monster, drawn on the 
blackboard by a well-known professor. Somehow I felt he was attempting 
a two-dimensional exposition of some four-dimensional phenomena, but 
in Snake Gully we possibly expect too much. Nevertheless, that picture 
of a ferocious Fluctuatign fighting for survival will haunt my dreams— 
especially at night. 

Thursday was a fine sunny day—a typical Melbourne day, we were 
frequently informed—and there was a general and enthusiastic exodus to 
the golf course, bowling green and tennis court. Watching the style of 
some of the once-a-year sportsmen suggested that there might have been 
some confusion as to the location of these various games. There were 
some excellent tennis strokes to be seen on the fairways and one brilliant 
twelve foot putt lost a point in the tennis tournament. There were refresh- 
ments for the bowlers too. Friday started quietly with a session on “Stock in 
Trade,” with the microphone working but the pipe organ still unaccount- 
ably silent. One of the commentators was the Commissioner of Taxes 
for Victoria and the questions were full of topical interest. I cannot 
remember the answers but I am sure there were some. Final item on 
Friday night was a gay and festive ball at a place called Earl’s Court. 
This is just a name and has nothing to do with the Privy Council. Ladies 
and gentlemen all entered into the spirit of the occasion and there was also 


a lot of dancing in the centre portion of the hall. On the Saturday the | 


favourite was defeated in the Guineas at Caulfield. This was not in the 
official programme of the Convention but I am counting it as part of my 
travelling expenses. And so, to coin a phrase, a good time was had 


by all. 
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Depreciation—Cost Accounting 
By L. A. ScHUMER, F.I.C.A. 


(A paper delivered at the Diamond Jubilee Convention of the Common- 
wealth Institute of Accountants held in Melbourne, October, 1947.) 


I 


The classification of data in terms of money, such data usually being 
described as “accounting data,” is always conditioned by the purpose to be 
served, and it is not possible to discuss depreciation in relation to cost 
accounting rationally unless we understand clearly the objectives of cost 
accounting. The term itself contains only a faint clue to the various and 
somewhat unrelated processes of classification and measurement which are 
loosely and inadequately so described. 

Other papers have discussed depreciation in relation to the accounting 
concepts and practices which are of importance to proprietors and creditors 
of economic enterprises, but cost accounting is concerned primarily with 
providing information to the managers of such enterprises to assist in 
formulating and implementing sound operating policies. No short answer 
can be given as to what constitutes “cost accounting,” and this discussion 
must be prefaced by a somewhat lengthy but unavoidable description of 
the functions of cost accounting in the sphere of management. The problems 
of management which cost accounting assists in solving are as follow: 

1, Every economic enterprise must derive a revenue from the sale of its 
commodities or services, and the test of economic efficiency is that the 
revenue be equal at least to the economic sacrifice involved in the pro- 
duction of the goods or services in so far as that sacrifice can be 
expressed in money. Management is assisted in gaining and maintain- 
ing economic efficiency by accurate measurement not only of the total 
economic sacrifice within selected periods of time, but also of the 
sacrifice in the production of each separate good or service so that the 
test of economic efficiency can be applied to each separate part as well 
as to the total activity. If each of the parts is economically self- 
sustaining, it follows that the whole enterprise must be likewise. The 
revenue is derived by attaching prices to each commodity or service 
sold, and it is in connection with these prices that policy may follow 
one of three possible courses, viz. : 

(a) The purchaser of a commodity or service may have agreed to pay 
the actual economic sacrifice involved in its production in so far 
as the sacrifice can be expressed in money. A semblance of this 
arrangement is found in the “cost-plus-profit” contract. 

(b) A normal or satisfactory price may be required for goods already 

produced but not sold, or for goods and services to be produced in 
the future, the price being computed so as to equal the long-run 
sacrifice or to provide a satisfactory revenue in a succession of 
short-run periods. 
Under conditions of competition, the recovery of the actual 
economic sacrifice, or of a normal price, may not be possible in 
respect of some or all of the goods or services sold, and it may 
become necessary to determine the lowest point to which any price 
could be cut with prudence. The question for consideration is 
whether or not the additional revenue would cover at least the 
additional sacrifice involved. 

In relation to these problems, the function of cost accounting is to 

allocate the economic sacrifices to each of the different commodities or 

services provided. In relation to (a), the purpose is to assess the sum 
payable by a purchaser of goods or services already rendered; in relation 
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to (b), the purpose is to estimate the normal or satisfactory price ¢ 7 


an ensuing short-run or long-run period; and in relation to (c), the 
purpose is to assess the total sacrifice and revenue of the enterprise at 
two levels of activity. 

An economic enterprise may sell more than one type of commodity or 
service to more than one class of customer, in more than one locality, 
under differing conditions of sale. So that decisions can be made from 
time to time as to retention or dropping of any section of the business, 
it may be desirable to ascertain the relative profitability of the revenue 
derived from each kind of commodity or service, each class of customer, 
each locality or each kind of contract. It is a process of balancing 
values received against sacrifices or expenditures. The business decisions 
to be made may be— 


(a) The discarding of one or more sources of revenue in favour of 
new sources which are more profitable ; 

(b) The discarding of one or more sources of revenue without replace- 
ment because the resultant saving in cost would exceed the revenue 
discarded ; or 

(c) The retention of one or more sources of revenue of below-average 
profitability because alternative sources of revenue are not avail- 
able, and because the discard of the revenue would not result ina 
corresponding saving in cost. 


The function of cost accounting here is to trace the economic sacrifices 
attaching to each section of activity and to measure the financial effect 
of the retention or rejection of any particular part of the revenue. 

It may be desirable for the management to be in a position at any time 
to ascertain not only the physical quantities in stocks of raw materials, 
work in process and goods in a merchantable condition, but also the 
value which such stocks represent. Two courses are open, the first of 
which is the taking of an inventory and attaching value to each item 
according to some rule of thumb; the other is to set up a perpetual 
inventory in accounting records so that the required money information 
can be obtained from one or more stock accounts. The function of cost 
accounting in this respect is to record the initial quantities and values of 
each kind of raw material, and to provide for the subsequent movements 
through processes to a finished state being reflected in accounting 
records, so that the progressive additions of value are automatically 
brought into account in both total and significant detail. 

In compiling balance sheets for purposes of financial accounting, it is 
necessary to place a value on stocks of materials, work-in-process, and 
finished goods, or on other partly completed services. A knowledge of 
the cost of each item in the stock inventory, or of each uncompleted 
service, is of assistance in assessing the balance sheet value for any of 
the purposes of financial accounting. The function of cost accounting 
in this respect is to determine the actual sacrifice made to produce the 
individual goods or services, such sacrifice being expressed in terms of 
a concept of cost acceptable to financial accountants. 

Economic efficiency of an enterprise as a whole or in separable parts 
may be measured by relating economic sacrifice to price, but the gaining 
and maintaining of this efficiency may require an unceasing testing of 
smaller or different parts of the activity or proposed activity, using for 
comparison some accepted standards of performance. This testing 


involves the detailed measurement of the expenditures on materials, 


man-hours and other services in past and current production. The 
efficiency of detailed processes and operations must be tested in a large 
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degree by engineering and not accounting standards. The function 
of cost accounting, however, is to assist in converting engineering 
standards into financial terms and making measurements of sacrifices 
in terms of money to compare with set standards. Cost accounting in 
this sphere becomes a combination of tracing past and current costs to 
units of activity and setting standards of performance for current and 
future production. It is also concerned with measuring the validity of 
differing methods, scales of enterprise and volumes of activity. 


A consideration of these varied functions of cost accounting will quickly 
reveal the following : 


(a) Cost accounting is concerned with the past, the present .and the 
future; and with the past in a much lesser degree than with the 
present and the future. 

(b) Actual money expenditures, the counters used by financial account- 

ants, are but one expression of economic sacrifice for production, 
and the cost accountant may be called upon to use other concepts. 
One concept may embrace more than mere money expenditures, 
whilst another may disregard the past or current prices of the 
material things and services required for production. 
The allocation of economic sacrifice to units of activity is a process 
peculiar to cost accounting and requires the examination of each 
separate sacrifice (whether measured in terms of money expendi- 
tures or otherwise) for the purpose of identifying the particular 
piece of activity responsible for it. 

(d) The doctrine of conservatism adopted by financial accountants is 
not transferable to the sphere of cost accounting. 


II 


Money expenditures required for production can be an immediate sacri- 
fice, as the good or service purchased may become used up immediately 
and benefit only the production of the moment. Other expenditures may 
be for both immediate production and future production, and in this 
category is found a wide variety of expenditures ranging from those which 
will be used up within a few days to those which will be used up only over 
a period of many years. Man-hours and electric power are consumed 
immediately ; rentals paid in advance benefit the whole of the period covered 
by the charge ; purchases of materials do not become a charge to production 
until physical usage has taken place; and purchases of durable equipment, 
such as buildings and machinery, or of durable services such as patents, 
lose their capacity to benefit production at a slow rate. 

For the purposes of cost accounting, all money expenditures required 
for production can be regarded in the first instance as creating an asset 
permitting, or capable of benefiting, production. The subsequent problems 
are to determine the rate at which the expenditure loses value for further 
production, and to allocate the total money expenditure to the units of 
activity responsible for, or benefiting by, such. 

In principle; the residual value of these assets at any point of time must 
represent nothing more than a benefit available to future production—a 
deferred charge to operations—and, from the point of view of cost account- 
ing, the residual value need be nothing less than that. The “writing-off” 
of the expenditures could be described as “consumption” for cost accounting 
purposes, irrespective of the relative durability of the thing or service 
represented. Financial accounting uses a variety of terms for the purpose, 
reserving “depreciation” for a charge against income to reduce the value 
of durable and tangible assets such as buildings or machinery, and 
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“amortisation” to reduction in value of intangible assets, such as patents, 
goodwill and franchises. The purposes of cost accounting are best served, 
however, by a consistent acceptance of the concept of “consumption” of 
the asset—whether momentary ‘or durable—created by expenditure, and 
the use of the term “depreciation” to mean “consumption” in relation to 
all durable facilities and benefits as would be classified as “fixed” or 
“intangible” assets. 

The accurate measurement of the “consumption” of these expenditures 
from time to time is a problem of varying difficulty. Expenditures on 
facilities or services of short life can be apportioned with some reasonable 
accuracy, but the problem becomes more complex as the life extends, and 
may appear incapable of solution in the case of expenditures on assets 
depreciating at a rate barely significant, or likely to require retirement from 
use for reasons which are unpredictable. In general, however, the gaining 
of any reasonable degree of accuracy requires— 

(a) a classification of expenditures sufficiently detailed to exhibit separ- 
ately the expenditures upon assets having differing economic lives, 
and assets put into service at differing times; 

(b) a thorough appreciation of all the factors which play any part in 
reducing, and in due time extinguishing completely, the significance 
of the expenditure as a benefit to future operations; and 

(c) the selection of suitable methods of applying the “consumption.” 


The first requirement is met by adequate classification of general ledger 
accounts, supplemented by detailed inventory records containing particulars 
of the separate expenditures on items of plant, buildings, machinery, 
patents, franchises and so on. The more refined the detail, the more 
accurate can be the assessment of the prospective and probable loss, and 
the identification of the units of activity responsible therefor. 

As to the second requirement, the following are the factors usually 
accepted as relevant: 

(a) Physical wear and tear of a tangible asset resulting from use. 

(b) Decay of a tangible asset, resulting from natural processes such as 

oxidation and crystallisation, or from electrolysis. 

(c) Exhaustion of natural resources such as minerals, soil fertility, 
animals and vegetables. 

(d) Obsolescence, or the loss in utility due to new inventions or 
improvements in the design of production facilities. 

(e) Limitation in the possibility of use resulting from the termination 
of a period of use fixed by law or by contract, or from the cessation 
of some other activity upon which there has been sole dependence. 

(f) Inadequacy arising from change of policy, or operation of the law. 

(g) Accident caused by human negligence or act of God. 


As to the third requirement, this is merely for mathematical formulae 
translating the incidence of the foregoing factors into terms of money. 


Ill 


An important question now arises, namely, for what purposes must the 
depreciation be calculated on other than the actual money expenditures? 
To answer this question, it is necessary to turn to the purposes of cost 
accounting explained at some length at the beginning of this paper and to 
bear in mind that the economic life of durable equipment and services 
persists over long periods in which there may be considerable alteration in 
the purchasing power of money. 

Price policy, under which the purchaser is required to pay the full 
economic sacrifice for the production of the goods or services purchased, 
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would involve the allocation of actual money expenditures together with 
some representation of a reward to capital and enterprise related to the 
actual investment and business conditions at the time of production. It 
would appear appropriate for the depreciation charges in such circum- 
stances to be based on the actual money cost of the durable facilities or 
services employed. 

The basis may, or should, be different in other circumstances, however, 
particularly when future production is being priced, and in this connection 
three broad aspects of depreciation require consideration, such being as 
under : 

(a) Depreciation charges may be made solely for the purpose of recover- 
ing the actual money expenditures on durable facilities and services 
with regard to the current cost, or to the future cost, of such 
facilities and services. 

(b) Depreciation charges may be intended to provide for the replace- 
ment of the durable facilities and services, the cost of replacement 
being more or less than the sums actually expended. 

(c) The depreciation charges may be related to the current prices of 
the goods or services being sold, and assessed as being some part of 
that price without regard to the actual, current or future cost of the 
durable facilities or services being employed. 


The implications of the three courses are clear. In the first instance, the 
use of actual expenditures may deprive the enterprise of a price that the 
market is willing to pay, or, alternatively, may deprive the enterprise of a 
share of the existing market. If the management builds up a price structure 
consisting of a pyramid of actual costs when in fact the costs of competitors 
are higher or a seller’s market exists, the enterprise may be losing the 
opportunity of gaining additional revenue to offset lower revenue when the 
reverse conditions obtain. On the other hand, persistence with a similar 
price structure in other times when replacement costs are lower would limit 
sales. 

In the second instance, the level of replacement costs may have per- 
manently risen and the inclusion of depreciation in price calculations should 
be on the basis of replacement cost. The residual values on a money 
expenditure basis no longer represent the reality but a proof that one of 
the unsolved weaknesses in general accounting is its inability to deal 
rapidly with changes in the purchasing power of money. 

In the third instance, the use of durable facilities or services is looked 
upon as being covered by a proportionate part of the price available, and 
the amount of depreciation recovered may differ from time to time according 
to the fluctuations in the market prices of goods or services sold. The 
validity of this course is capable of being tested by measuring the cost 
involved in an increase or decrease of the total activity and relating it to 
the price available in the market. 

In testing the profitability of commodities, classes of customers, sales 
territories, and conditions of sale, the initial test is usually the relation of 
past expenditures to past revenues, but no proper decision could be made 
as to the rejection of any existing source of volume or the acceptance of 
any alternative source without assessing the revenues and expenditures in 
prospect, and the final test must adopt a concept of future costs rather than 
past or present. In so far as durable equipment and services are involved, 
depreciation charges must be assessed with an eye on current values and 
future replacement cost. 

In relation to the establishment of controls over stocks, the cost values 
employed are not important, the choice lying between actual cost or a 
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standard cost as may fit in with other accounting needs. The control is a 7 
domestic matter and the values must be periodically adjusted to other bases 
for the several purposes of financial accounting. 

The measurement of efficiency of the multitude of diverse activities within 
an economic enterprise is probably the major function of cost accounting. 
It contemplates the acceptance of standards and comparison with actual 
performance. It is concerned also with alternative methods—‘“those small 
incremental changes of science in industry that are going on continually,” 
and whose “validity and propriety are dependent on very exact cost 
measurement.” Complete freedom in the choice of cost concepts and values 
is essential in these matters. In consequence, the selection of actual or 
replacement cost as a basis of depreciation charges is dictated solely by 
the nature of the problem to be solved. 


IV 


It is clear that cost accounting demands flexibility in the choice of values 
to be attached to the economic sacrifices for production that it is called 
upon to measure and interpret, and it is noteworthy that an accounting 
technique for dealing with changes in the purchasing power of money is 
thus gradually evolving. This evolution is progressively widening the gap 
between the two major kinds of accounting, but until the separation is 
completed, methods must be devised for reconciling the two sets of values. 

The financial books record money expenditures and these values are used 
extensively for some of the purposes of cost accounting. The residual 
values of assets at any time can be different, however, because of differing 
concepts of what the depreciation amounts to and because of the operation 
of the doctrine of conservatism in financial accounting. If cost accounting 
is to draw off essential information from financial accounts, some means 
must be found for recording initial values and residual values on a cost 
accounting basis as well as the other. Failure to do this would result in 
the residual values for cost accounting purposes being submerged and not 
readily ascertainable. Two courses appear to be open to overcome this 
difficulty : 

(a) Provisions for depreciation on a cost accounting basis could be 
recorded in accounts exclusively reserved for that purpose and the 
differences resulting from the operation of the doctrine of con- 
servatism and other financial policy could be recorded in other 
accounts. This plan of classification would enable residual values 
for either purpose to be readily ascertained. No accounting difficulty 
attaches to this treatment. 

(b) The initial and residual values for cost accounting purposes could 
be recorded statistically apart from the financial accounts in the 
same manner as values for taxation purposes are usually handled. 
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Depreciation—Financial Accounting 
By E. R. REDDEL, F.I.C.A. 


(A paper delivered at the Diamond Jubilee Convention of the Common- 
wealth Institute of Accountants held in Melbourne, October, 1947.) 
Nature of Financial Accounting 

Financial Accounting may be defined as the art of recording, classifying 
and summarising in terms of money, transactions and events of a financial 
character and interpreting the result thereof. 

Its analytical and interpretive functions are, firstly, to afford aid to 
the management in the conduct of business, and secondly, for the guidance 
of directors, shareholders, credit grantors and others. It, therefore, is of 
wide importance to persons who are neither accountants nor executives. 

Accounting procedure or principles must of necessity be founded on 
convention and are the result of common agreement between accountants, 
though they have, to some extent, in recent years been influenced by laws 
and regulations. As economic and social concepts change, accounting con- 
cepts may have to change with them. Thus the emphasis is moving from 
the balance sheet and capital value to the income account and annual value, 
particularly as a guide to earning capacity. There is also the question of 
value and cost approach and how the two can best be combined. 

The choice of conventions in financial accounting, as in cost accounting, 
is to some extent affected by the conflict between considerations of speed, 
accuracy and expense. The balance sheet, therefore, does not always con- 
stitute evidence of the value of the business as a whole or the separate assets 
thereof, particularly the capital assets. This might be deemed to be a 
serious defect of accounting procedure, but for two considerations: first, 
that the value of a business is seldom based on material facts and figures 
alone, and secondly, the need for considering the future prospects. In the 
early days of accountancy the cardinal virtue was conservatism, but in 
recent years the greater emphasis is on accounting consistency, so that 
accounting conventions should not be viewed as fixed and. unalterable, but 
like the law should have elements of stability and flexibility. 


Depreciation Accounting 

The subject of depreciation in this paper is dealt with from the following 
points of view: Balance Sheet, Income Account, Cash, Dividends and 
Investors, legal requirements of Company and Taxation Acts, effect on 
future industrial development, and a section on the current problem of 
replacement values. 

General 

The establishment of the modern theory of depreciation in the field of 
private industry is purely an accounting development of a principle which 
was recognised at a relatively early stage. The first World War brought 
wider recognition of the importance of depreciation accounting in the deter- 
mination of income, since it was recognised that during a period of high 
taxation preservation of the capital employed was essential to the continued 
effectiveness of the business. 

The distinctive characteristics of buildings and equipment, as compared 
with inventories and other current assets, are the manner of their use. A 
building or a machine is commonly used in its entirety to give off a series 
of similar services throughout its life. The physical condition of the asset 
is affected, but no part of the material lost is embodied in any form of the 
ptoduct. In the case of raw materials, in contrast, the supply is consumed 
piece by piece. It is particularly this essential characteristic of depreciable 
fixed assets which makes their treatment and valuation a matter of difficulty. 
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Almost all business concerns make use of fixed assets, but in some cases 
the portion of the total capital of the enterprise so invested is much greater 
than in others. Avery, in Accounting for Depreciable Fixed Assets, pre- 
sents a table showing a range of fourteen selected groups in which fixed 
plant and property represents between 27% to 85% of total assets. 

In an expanding industrial economy, as we have in Australia, it is seldom 
that provisions for depreciation take the form of an accumulation of cash 
assets, but rather are they used in the general expansion of the business, 
Their creation, however, assures the retention in the business of funds 
which might have been distributed as profits. The practical benefit to 
investors is that these retentions will reduce the amount of capital required 
to be raised and will also reduce the amount of capital exposed to the risk 
of being lost ultimately as a result of obsolescence of property. Deprecia- 
tion schemes do not, of course, entirely eliminate such losses, but reduce 
such risks. 

Webster defines depreciation as: “The act or state of lessening worth.” 
According to this definition all lessening of worth, whether due to age, 
wear and tear, lack of proper maintenance, decrepitude, inadequacy or 
obsolescence, can be termed depreciation. Montgomery defines deprecia- 
tion as a decline in the value of property which is certain to occur as a 
result of wear and tear and gradual obsolescence. 

Depreciation is due to possession and use; it is the decline in the value 
of all fixed assets—land excepted—and the impairment of capital which is 
certain to occur as a result of deterioration through lapse of time, wear and 
tear or obsolescence. 

“Depreciation” is a word having more than one meaning, and it is, 
perhaps, unfortunate that the sense in which accountants use it varies from 
the everyday use of the word, which connotes a fall in value. In security 
values, it may mean no more than a decline in quoted market prices and 
has little bearing on the real value or earning capacity of the securities. 
From the strictly accounting viewpoint, depreciation is related to instru- 
ments of production or distribution, the life of which extends over a number 
of accounting periods, and it reflects the consumption or expiration of 
property usefulness that has taken place. Its meaning is more akin to the 
concept of allocation or amortisation than of valuation. 

The Committee on Accounting Procedure of the American Institute of 
Accountants in November, 1943, approved of the following definition: 
“Depreciation accounting is a system of accounting which aims to distribute 
the cost or other basic value of tangible capital assets over the estimated 
useful life of the unit (which may be a group of assets) in a systematic and 
rational manner. It is a process of allocation, not of valuation. Deprecia- 
tion for the year is the portion of the total charge under such a system that 
is allocated to the year.” In addition to this definition their bulletin says: 
“Much of the confusion and many of the misapprehensions that have arisen 
in respect of depreciation accounting would be obviated by the substitution 
of séme such word as ‘amortisation’ for ‘depreciation.’ The use of the latter 
word, however, to describe a fall in value is so widespread that it is 
unreasonable to expect the complete abandonment of the use of the word 
in the popular sense, even in accounting.” 

The main purpose of the depreciation charge is not to show values on the 
balance sheet, but to apportion to the several accounting periods the net 
outlay of capital represented in the assets that are being depreciated. This 
actual charge may leave an amount having little relation to the physical 
valuation of the assets at a particular date, and to one interested only in 
valuations the charge may seem a fiction, but successful business manage- 
ments have found it to be the only safe and sound principle to follow. 
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| Depreciation is made up of two prime factors — deterioration and 
obsolescence, and they do not run concurrently in any given case, for 
whichever of the two is operating the faster, governs. 
Deterioration is mainly caused by wear and tear, by decay, or by 
exhaustion. 
Obsolescence 


Obsolescence is recognised as the most difficult element to determine 
pertaining to the depreciation charge. In its determination, management 
not only has to make a guess as to the future of their own business, but 
as to what inventions will be made in the course of the next few years. 
However, any practice of capitalising the unabsorbed depreciation of a 
superseded asset by adding this to the capital invested in a new facility is not 
only unsound from an accounting viewpoint, but if persisted in will produce 
such an inflation in fixed assets that they will be carried in the books at far 
above even replacement costs in a period of higher prices. Once it is 
decided to eliminate a unit of plant in favour of an improved type, the 
unutilised capacity is lost forever, so that the capitalisation of retirement 
losses would place an unreasonable burden on succeeding periods and if 
persisted in would be absurd. The only sound and logical treatment, there- 
fore, is to provide for obsolescence in the annual depreciation rates used on 
fixed assets. . 

Obsolescence is the most troublesome factor in depreciation today, since 
it is not adequately provided for in many companies, and this is a serious 
menace to the future of industry in this country. Failure adequately to 
recognise and to provide for this factor will retard progress, since the 
organisation will probably be unable to take advantage of modern science. 
It is, therefore, recommended that all depreciation rates should be so fixed, 
from an overall viewpoint, to provide for obsolescence, based on such past 


history and experience and appraisement of the future as best judgment 
in each case will permit. Accountants must recognise that loss from 
obsolescence, when property is eliminated, is an expense. 


Depletion 


Depletion is the exhaustion of natural resources through extraction 
processes and differs from depreciation in that it relates to property which 
has not been created by an expenditure of capital. No provision for 
depletion is mandatory or customary in England or Australia in deter- 
mining the profit of companies available for distribution of dividends, e.g., 
as in the case of mines. 

Whether inclusion of a charge for depletion makes accounts more useful 
than those in which no such provision is made, but the omission clearly 
noted, is a question on which no universal answer can be given, as mines 
differ in their essential characteristics and their depletion problems vary 
accordingly. Where no such provision is made, dividends always include 
a partial return of capital. This method was justified on the basis that 
capital investment was for the purpose of exploiting a particular asset only. 
However, the modern trend is to preserve intact the original capital for 
future investment, thus making it necessary to adopt a method of writing 
off depreciation. The production method is especially applicable to the 
peculiar problems of mines and other single asset operations. 


Depreciation Base 
The depreciation base is normally the actual or initial cost of the asset. 
There are four principal bases applying to industrial property, viz.: cost, 
cost plus estimated maintenance minus salvage value, replacement cost or 
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present value as determined by appraisal. The American Institute @ 
Accountants has stated that accounting for fixed assets should normally’ 
be based on cost and a majority of writers endorse this point of view, 
Nevertheless, an increasing body of opinion is advocating the use of 
replacement values in view of the recent trend of price levels and curreney 
fluctuations which dictate that provision should be made in the accounts 
for full depreciation on current price levels either by increased charges to 
income or by appropriation from profits set up in the form of special 
reserves. The determining factor as to which method is to be adopted 
will, in most cases, be the effect on taxation. In the case of private com- 
panies, it will probably be found that it is not judicious to set up any 
reserves which are not allowable for tax purposes. It is usual to handle 
maintenance charges separately in the accounts with provision for accruals 
where necessary. 


Depreciation Rates 


Accounting practice requires a rate of depreciation in order to show the 
depreciated value of the assets in the balance sheet and accounts of the 
business, and yet it is well recognised that there may not be any close 
connection between the intrinsic value of capital assets at any given moment 
and the depreciated value at which they appear in the books of account, 
Depreciation rates; however, are estimates only and by the very nature of 
the many variable factors these rates must be set arbitrarily, so that there 
is no such thing as an accurate rate of depreciation. Thus we are unable 
to treat the subject on an actuarial basis, and accrued depreciation must be 
the best estimate of those best qualified by experience and judgment to 
establish it. 

Information regarding rates of depreciation for classes of business 
property is available from a number of sources. Rates have been given 
attention by engineers, accountants and others, including the Taxation 
Department and various trade organisations. Kurtz, in his book on Life 
Expectancy of Physical Property, indicates the continua! and extensive 
study on the theory of average mortality data as applied to plant and equip- 
ment. Just as in life assurance, where the use of mortality tables enables 
the fixation of annual premium rates, so, in relation to depreciation of fixed 
assets, the division of assets into classes will enable the use of average rates 
for each class which will meet the purpose of accountants. This pre 
supposes the existence of plant registers or ledgers which will enable ready 
calculation of the provision for depreciation and for the adjustments neces 
sary on retirement. It is usual in many large undertakings to calculate the 
monthly depreciation charge on the balance in the general or plant ledger 
at the beginning of the accounting period and to maintain this standard 
charge throughout the year. This facilitates calculations for both the 
monthly charge and also for review when individual assets are disposed of. 
Should the provision made for depreciation be insufficient on plant scrapped 
or otherwise disposed of, the amount short provided should be charged as 
additional depreciation. The most common plans for depreciation account 
ing are based upon some variation of a group method, where the items 
within the group have approximately the same useful life. In determining 
the age groups the tables fixed by the Taxation Department are a good 
guide, subject to adjustment for any special circumstances. For practical 
purposes it is not convenient to have too many different classes within the 
plant group. 

Losses on disposal of plant due to insufficient depreciation charges afe 
chargeable against income. Similarly, profits or gains on disposal due to 
excess depreciation charges are also income. 
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Various Methods of Determining Depreciation 


There are, at least, eight methods used to apportion depreciation over 
the estimated life of the property, on the basis of either time or use, or a 
combination of both. The various methods of determining depreciation 
are not of great importance, so long as the method adopted is followed 
consistently from year to year. 

In industrial organisations the straight line method is so uniformly 
popular that any extensive discussion on other methods is unnecessary. In 
England the reducing balance was popular, but is fast being abandoned for 
the straight line method. The danger of the reducing balance method is 
the need for a very high starting percentage, which, with the Englishman’s 
reverence for 5%, is a positive danger. 

It is rather strange that the literature on depreciation accounting is 
so replete with animated and sometimes argumentative discussions of 
depreciation methods, but has little discussion of the more important prob- 
lem of forecasting service life. Possibly this is because accountants consider 
depreciation methods as being particularly within their province while 
regarding forecasting of service life as an engineering function. This is, 
perhaps, as it should be, although when a large adjustment to correct pre- 
vious erroneous depreciation provisions is required, it is probable that the 
accountant rather than the engineer will have to bear the burden of 
criticism. 

Rechecking Depreciation 


If the forecast of an asset’s service life and the resulting depreciation 
rates were never reviewed and adjusted, all the loss or gain due to 
inaccuracy of the estimates would have to be taken care of at the time the 
asset was retired. Thus a periodic examination of all fixed assets is 
necessary to ensure that depreciation rates in use are adjusted in the light 


of the current situation, and also to ensure that all items scrapped or 
otherwise retired during the year are written out of the plant accounts. 


Interest Charges 


Interest paid or accrued during construction is sometimes capitalised by 
charging the cost thereof to Plant Account, although the use of a separate 
account, “Interest During Construction,” is a good practice. Such charges, 
however, should apply only on major construction programmes and then 
cover only the period up to the time the buildings are ready for occupancy. 
In general, depreciation for accounting purposes is assumed to begin when 
aunit of property has been fully installed or erected and is turned over to 
the operating management. 


Significance of Depreciation Reserve 


The provision of a depreciation reserve should not be interpreted as a 
true reserve, but rather as a contra account, modifying the gross book 
value of the depreciable fixed asset. The use of the word “reserve” is 
unfortunate and for this purpose the Securities and Exchange Commission 
of America designate it as “Provision for Depreciation, Depletion and 
Amortisation” of property, plant and equipment. The layman tends to 
think of the depreciation reserve when so named as a fund of cash or other 
liquid assets set aside for the purpose of replacing the depreciating property 
at the end of its service life. The conventional depreciation reserve does 
not consist of an actual fund, nor can it be said to represent or indicate 
a fund of property except in a very indirect way. It provides for the 
retention in the business of funds spread over the whole range of the 
company’s assets. The balance in the reserve account for accrued deprecia- 
tion represents just one thing—the estimated expiration in use of the 
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depreciable property shown in other accounts at cost or other gross book 
value. In a growing concern, funds provided by the depreciation reseryg 
are used to expand plant, to make replacements or to increase working 
assets, and the absorption of funds is often so continuous as scarcely ty 
constitute a deliberate or special policy. Reduction of either current of 
fixed liabilities is desirable in particular cases. 


Replacement Funds 


The fact that depreciation accounts do not, in themselves, provide for 
replacements and have not in practice generally been accompanied by the 
establishment of specific funds does not mean that financing of replace. 
ments is unimportant. In a successful enterprise, built up over a period of 
years, the cost of financing ordinary current replacements and additions can 
be taken care of through current receipts. Large replacements may be 
financed by temporary borrowings or by long-term financing. If a manage- 
ment decides to establish a special fund to provide for replacement needs, 
a trust fund or a fund of cash or sectirities immediately under the control 
of the management would be set up. A depreciation fund may or may 
not be built up and maintained precisely at the level of the reserve for 
depreciation. Precision in this direction is not desirable, especially as costs 
of replacements are not likely to coincide with the original costs. 

The accounting for a special depreciation or replacement fund is quite 
separate from the accounting for normal depreciation. The depreciation 
provision is established by charges to operating accounts; the fund is 
established through charges to the fund account and credits to cash or 


bank account. 
The term “Reserve Fund” should only be used where the reserve is 


specifically represented by readily realisable and earmarked assets. 


Amortisation of Intangible Assets 


Good accounting may require that intangibles, such as goodwill, patents, 
trade marks, etc., be written off over a period of years. No general answer 
may be given to this question, which will differ in each individual case. 
However, where it is recognised that the earning capacity is limited, the 
cost of goodwill acquired by purchase should be absorbed by revenue 
charges during a period implicit in the computation on which the price 
was based. On the other hand, it is quite usual in soundly established 
enterprises to continue to carry any item of goodwill in the balance 
sheet at cost. Patent rights should be amortised over their legal life 
“Amortisation” is usually applied to leaseholds, patent rights, and other 
intangibles. “Depletion” represents the extinguishment or waste im 
resources such as mineral deposits, and “Depreciation” in the narrow senst 
applies only to buildings and equipinent. 


Depreciation of Current Assets 


Inventories are subject to decline in values as a result of deterioration 
and other causes, such as on slow-moving or obsolete stock items, but it is 
not considered to be good technical usage to refer to such changes a 
depreciation, as this term should be confined to fixed assets. Loss in value 
of inventory items should be referred to as “Inventory Adjustments” and 
charged to the “Cost of Goods Sold Accounts,” as part of costs. 

Receivables should be reduced in value in the balance sheet to provide 
for “Provision for Uncollectable Accounts,” which item is part of disttt- 


bution costs. 
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Balance Sheet 


The old method of balance sheet valuation was to value all assets con- 
servatively, but the more recent trend is to give more current information 
to shareholders and to the business community generally. Therefore, 
depreciation on all assets should be given full publicity in the balance sheet, 
by showing the “Provision for Depreciation” as a deduction from the gross 
cost of fixed assets on the asset side. Marked improvement has been made 
by many companies in the classification of property for depreciation 
purposes, but much remains to be done in this direction. 


Income Account 


The present-day treatment of depreciation in relation to income is to 
charge it against cost of production. Depreciation should appear as a 
separate item of expense in manufacturing expenses before calculating the 
net income. No item should be designated as operating income before the 
deduction of depreciation expense. The distinction between Capital Ex- 
penditure on which depreciation is charged into the accounts, and Income 
Expenditure which is charged 100% against income account at the time 
incurred, is determined by the useful life of the property acquired. A 
Capital Expenditure is one the usefulness of which will extend over several 
years. Should, however, the life of the item procured be less than two 
years, it should be written off in full in the current year’s accounts. There 
must always be an adequate charge for depreciation on all assets in addition 
to charges for regular maintenance of all assets. The distinction between 
long and short term transactions is crucial. 


Effect of Depreciation Accruals on Income and Dividends 


The most significant aspect of providing for depreciation is the effect on 
income account and the dividend policy. Some companies still provide for 
depreciation by an allocation from profits according to the varying results 
of the years. This policy is wrong in principle and obsolete in practice, 
as no profit has been earned until full provision has been made in the 
accounts for depreciation ; it is just as much an item of current expense as 
are labour and materials. Furthermore, a cardinal principle of accounting is 
consistency, which cannot be followed where provision for depreciation is 
made from the varying profits of each year. Proper allowances for 
depreciation should, of course, be made even where revenues are insufficient 
to cover such allowances; depreciation in such a case is similar to any 
other item of expense which has not been fully recovered in the year’s 
operation. Depreciation goes on whether there are profits or not. 

The charge of adequate depreciation on fixed assets is also necessary 
correctly to measure costs and profits and to maintain the capital of the 
enterprise from being dissipated by dividend payments in excess of net 
income. Accounting must keep pace with the economy it serves. Probably 
the most noticeable of such changes during the past 20 years has been the 
extent to which shares in public companies have been distributed among a 
large number of relatively small shareholders, and the divorce of manage- 
ment from ownership which has, in a large measure, resulted therefrom. 
Under the circumstances, the accounting by management to shareholders 
assumes added importance and makes essential an extent of disclosure in 
financial statements which meets the need of shareholders both present and 
potential. 

It is fairly well recognised by intelligent investors today that the earning 
tapacity is of crucial importance in the valuation of an industrial enter- 
prise and that, therefore, the Income Account is usually far more important 
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than the Balance Sheet. Actually the changes in the balance sheet from 
year to year are usually more significant than the balance sheet itself. 

The expansion of industry has not altered the physical aspects of the 
depreciation problem as greatly as it has its financial aspects. It has become 
an important phase of the fundamental question of the just distribution of 
wealth. Investments must be safeguarded, producers of useful commodities 
and services rewarded, and the industrial system stabilised. 


Effect on Future Industrial Development 


Not only are capital assets, in total, tending to become less and less 
fluid, but individual units of equipment are tending at the same time to 
become a larger proportion of the whole. The proper provision for 
depreciation from year to year is, therefore, much more important in its 
effect on the development of the industry of Australia than if viewed merely 
as a factor in the correct statement of accounts. 

The industrial advancement of Australia as a direct result of our war 
effort and the shortening of the time lag for reaping the advantages of 
invention have combined to render necessary the earlier replacement of 
many fixed assets. It is for these reasons that early writing off is more 
important than too meticulous a choice of method. 

Depreciation, as commercially understood, does not seek to leave the 
residue of expenditure at any moment of time as a true indication of the 
value of fixed assets, and appraisals for such a purpose must, when required, 
be specifically made. 


Government Regulations in Respect of Depreciation 

Apart from the Income Tax Act and the returns of income necessary 
thereunder and the obligations of the various Companies Acts to show the 
amount provided for depreciation in the directors’ annual report and 
accounts, there are no further legal obligations required in Australia. There 
is need, therefore, for further clarification of this subject in the Companies 
Acts of the various States. In America, however, the Securities and 
Exchange Commission, under which all public companies must register, 
calls for considerable information concerning depreciation. Among points 
stressed by the Commission to be covered in the annual reports and accounts 
are: (1) Clear-cut indication of policy with respect to depreciation and 
“disclosure and explanation of variations ; (2) Classified schedule of reserves 
showing additions and retirements; (3) Full disclosure of effect of any 
irregular practice in respect of accounting for plant and depreciation. All 
of this information must be furnished annually in connection with the 
registration statement. 

Fixed Asset Readjustment 

From time to time in the life of a business enterprise there may develop 
a need for substantial correction or restatement of fixed asset valuations. 
This need may arise from either inaccurate depreciation plans or because 
of the belief that fixed assets as a whole are substantially over-valued or 
under-valued in relation to current business price levels. Correction of 
under-depreciation should, of course, be made as soon as recognised, by 
additional charges against the income account. However, where the adjust- 
ments necessary are substantial, the charges can be made direct to the 
surplus account, that is, applied against profits carried forward in previous 
years. Correction of over-depreciation should be similarly treated accord- 
ing to the relative importance of such adjustments. Losses or gains result- 
ing from actual retirement of assets should also be brought into the accounts 
as soon as ascertained and in no case should any such realised loss be 
deferred and carried forward against future income. 
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Revaluation Appreciation 


This does not involve any realisation of profits, and any adjustments 
should be made either to Surplus Account or Capital Account. In the latter 
case, new share capital would be issued. 


Replacement Value Problem 


Viewed from the financial side, capital invested in plant has two aspects— 
cost and value. The view, up to the present, has been that accounting deals 
with cost rather than value, so that provisions for depreciation were made 
on the basis of the original cost of the asset rather than on the probable 
cost of replacement. However, this concept needs reviewing in the light 
of the changing value of money in the world of today. In times of rising 
prices, the provisions for depreciation on replacement values ensure the 
retention intact of not only the original capital, but also of the assets 
employed. 

Unless cognisance is taken of replacement values, then the current 
depreciation provision will not be sufficient to replace the original plant 
on the expiration of its useful life. The principal arguments used to sup- 
port the view of replacement values are: 

Depreciation accounting should make provision for replacements so 
that the plant as a physical producing entity may be maintained from 
revenues wtihout calling on new capital. 

In competitive business it is current cost of labour, materials and 
plant which tends to influence selling prices and is, therefore, 
especially significant to management. 


The main objections are: 
Replacement values are, at best, estimated, and are subject to con- 


tinuous revision. 

The main purpose of depreciation accounting is that of systematic 
spreading of costs actually incurred, not of financing replacements. 

Depreciation charges based on replacement values have no standing 
in determining income from a legal point of view. 


It is important to note, however, that where no provision is made for 
such increased depreciation based on replacement costs, additional new 
capital would need to be obtained to finance the purchase of such replace- 
ment of fixed assets. In America and England the writing up of plant 
values in line with current costs in order to make adequate depreciation 
charges in terms of current price levels is not yet generally favoured, but 
the need for adequate depreciation provisions in the balance sheet and 
income accounts is fully appreciated by both the Government and business 
community. The practice generally followed is to set up special depreciation 
reserves to provide for the increase in replacement values over the pre-war 
cost of plant in current use. In certain other countries where inflationary 
trends have been more pronounced than here in Australia the problem of 
book values to be placed on plant items has been most important. In these 
countries the Governments permit of revaluations of assets with little or 
no tax liability of such accretion of net worth which is incorporated in 
shareholders’ funds. The reasons for this policy were: 

1. To ensure that the balance sheets of companies reflect more accurately 
the real situation of the business, stating uniformly their assets and 
liabilities at their present value. 

To enable companies to reconstitute and maintain in their business 
their invested capital or its equivalent in actual value and to safeguard 
them from excessive taxation. 
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As current costs on the Continent, including currency devaluations, are 
upwards of 300% over pre-war, the question of replacement values is highly 
important. However, in England latest costs are approximately 80% in 
excess of 1939 costs, and in Australia our costs are 40% or 50% over 
pre-war, so that the question of replacement values of fixed assets is also 
important. Whilst the American view, as a result of happenings in 1930, 
was not favourable to plant revaluations, there has been of late an increasing 
body of opinion advocating this policy, which has an economic as well as 
an accounting concept. A recent issue of the American Accounting Review 
devotes twelve pages to this problem, wherein it is stated: “The accounting 
effect of a.decline in purchasing power of the dollar or other legal monetary 
unit may be corrected in two ways. One method is to stabilise the pur- 
chasing power of the monetary unit by monetary policy. If this procedure 
is not undertaken by the Government, then the only other equitable solution 
is to use a multiplier or index number to correct the nominal book values 
which have been expressed in legal monetary units of varying purchasing 
power. But this correction must be made for every item in the accounts 
and not merely for the ‘Capital Items.’ All items will be affected except 
those whose price happens to coincide with the index of the base date. 
The extent of the correction of any item depends upon deviation from the 
index and not upon whether the item is regularly traded in or represents 
a fixed asset.” 

Considering the problem of under-depreciation, the Machinery and Allied 
Products Institute of America recently set forth some possible ways of 
dealing with it, and presented the pros and cons of alternative courses of 
action. Summarising its conclusions, that Institute stated: 


1. The problem of under-depreciation of pre-war assets is sufficiently 

serious to deserve the earnest attention both of business executives 
and tax authorities. 
Since the capital investment must be recovered in real purchasing 
power, not simply in dollars, under-depreciation should be recognised 
for managerial purposes whether recognised for tax purposes or not. 
In many cases management should incorporate increased depreciation 
rates into its regular cost and financial accounting. Where for some 
reason this is not feasible, it should allow for the over-statement of 
profits by an appropriate conservatism in dividend policy. Capital 
recoveries should not be distributed merely because they are reported 
as net income. 


Economists and accountants are much more conscious of this problem 
today than in the period after World War I, and quite a few recent writers 
are inclined to use price indices to adjust both the historical costs and 
accrued depreciation already reflected in the books. 

We can anticipate an increasing volume of discussion on this subject in 
Australia. However, where assets have not been revalued, any increased 
provision for depreciation should be shown separately in the accounts. 

Finally, it might be stated that Geo. O. May came to the conclusion in 
his Financial Accounting that, even apart from the question of replacement 
values, current depreciation provisions are generally inadequate to provide 
either for the amortisation of the capital invested therein or for the replace- 
ment thereof, when this becomes necessary. This conclusion is, I think, one 
which most accountants would draw from their own practical observations 
and experience. 

Taxation 


In the United States the Federal Tax Bureau assumes an extremely 
flexible attitude towards the question of depreciation. Although a list of 
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average mortality rates covering various industries and different classes of 
plant and building is published, it is not intended to be a rigid schedule of 

* depreciation allowances, as is the list of wear and tear depreciation rates 
adopted by the Australian Taxation Department. The emergence of income 
tax as the most important source’ of governmental revenue gives rise to the 
question, What is income and how is it ascertained? 

The general classes or groups of plant as set out in the Commonwealth 
Taxation Department Order No. 1217 give a general idea of the standard 
rates acceptable, and their general use by industry would avoid the multiple 
records otherwise necessary for depreciation calculations. The use of such 
general groups also avoids any cumbersome calculations when plant is 
disposed of. If these rates are used, it becomes more important to ensure 
that an annual inventory of all plant is taken, so as to enable the additional 
depreciation allowance to be obtained on all plant items scrapped or other- 
wise disposed of before they are fully depreciated. The Income Tax Act 
permits of the allowance of additional amounts of depreciation previously 
short provided, in the year in which items of plant have been scrapped. 

Under the Commonwealth Income Tax Assessment Act, 1946, deprecia- 
tion for income tax purposes has undergone considerable modification 
through the operation of initial allowances of 20% in the year of purchase 
for all new plant. The ultimate effect of these changes, however, is merely 
to accelerate the rate of write-off without reducing the length of time over 
which the write-off takes place. The effect is that larger provisions for 
depreciation are allowed in the year of the purchase of new plant, leaving 
smaller allowances to be provided in subsequent years. 

In America, there is continual agitation for additional allowances for 
depreciation provisions in corporate taxation returns, and also in England 
the chorus of demands for larger depreciation allowances from the business 
world is receiving serious attention by the Inland Revenue Department. 
A writer in the July, 1947, issue of the English Accountant states that 
this is probably linked up with a much wider problem—the realisation that 
provisions for depreciation will fall far short of the cost of replacement 
owing to the sharp rise in prices since 1939. It is pointed out that the 
Hosiery Working Party contends that the cost of machinery in 1946 was 
50% above pre-war costs; in wool roughly 100% ; and in linoleum between 
100% and 150% up. So far only the Cotton Working Party has attempted 
to grapple with this problem, recommending that the value on which wear 
and tear allowances for plant are bas*d should be recalculated so as to 
bring them into relation with the current replacement cost. Whether or 
not some simple formula along these lines is a practicable proposition calls 
for close study. 

In Australia, the essence of the present policy of the Taxation Depart- 
men is that depreciation rates should be based on the physical life of the 
asset. A study of business history discloses that obsolescence outweighs 
wear and tear in making equipment unserviceable. In a young and develop- 
ing industry the rate of obsolescence is generally much greater than that 
in a mature, stable industry. Yet both may have similar equipment with 
equal prospects of physical life. To insist upon holding both to the same 
statistical average penalises the younger business. The reluctance of man- 
agement to replace physical equipment which has not been fully depreciated 
has led to the policy of replacing parts of machines from time to time instead 
of making a substitution of new whole units for obsolete ones. This vicious 
circle has, undoubtedly, reduced the market for new equipment and has 
limited job opportunities. It is to be hoped that the future will bring 
intelligent and thorough-going revision of many of the tax laws which will 
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permit a continual narrowing of the areas of difference between tax and 
accounting concepts. p 

The comprehensive table of depreciation rates allowed by the Taxation 
Department -has one important omission. I refer to the omission of full 
allowance for depreciation on industrial buildings, as no depreciation is 
allowed on buildings which do not form integral parts of manufacturing 
plant and machinery. 

A building is a mass of many materials brought from, perhaps, the four 
corners of the world. Many of the products used in the structure are the 
end.results of many other business enterprises—steel mills, lumber mills, 
quarries, brick kilns, cement and plaster plants, copper mines, and factories 
of many kinds. After many months of construction work the building is 
finally completed and ready to house workmen, materials, tools and 
machinery, from the elements. Each type of machinery and equipment 
gives off its own peculiar type of service, increasing greatly the productive 
capacity of men, yet the Taxation Department in Australia does not allow 
reasonable depreciation on the factory buildings. It is to be hoped that this 
important omission will soon be rectified. It should be pointed out that 
full allowance for depreciation of buildings is provided for in the United 
States, the United Kingdom, and also in New Zealand. 

The original taxation Acts were based on the theory of personal owner- 
ship so that assets which extended beyond the span of a person’s business 
life, assessed at 35 years, were not assumed to be calculable for depreciation 
purposes. However, with the modern trend of corporate ownership with 
continuity of existence, there is no such limitation in the span of business 
existence and, therefore, an allowance for depreciation on total cost of 
factory buildings of from 3% to 5%, according to constructions, should be 
granted. 

The provision for depreciation on buildings should also be extended to 
include all buildings of a revenue-producing character from which taxable 
income is derived ; this would include city office buildings and the like. 

Another omission from the allowable deductions under the Income Tax 
Assessment Act is the depreciation or amortisation of patent rights. Patents 
in Australia have a life of 16 years and are taken out by companies to 
protect and enlarge their income, which, of course, is subject to taxation. 
It is, therefore, logical to expect that the cost of such patents should be 
allowed over their effective life. 

It has been said by thinking Americans that no mere influx of human 
beings or ideas could have transformed the United States of America from 
an agricultural country into a great industrial nation in its relatively short 
history. In that country it is an axiom that industry has been built up on 
invention and it can only be maintained in an efficient condition by con- 
tinued invention. Ludwig Mond, an eminent British industrialist, said 
some years ago: “We are on the eve of creating a science of invention, 
ie., of developing scientific methods of solving industrial problems.” 
Subsequent history has proved the truth of this statement both in England 
and America and it is only reasonable to assume that it can have an equally 
potent influence in Australian development as it has already had in those 
countries, provided that it is cultivated and practised to an adequate extent. 
The allowance of amortisation on the cost of patent rights would, therefore, 
be an important step in this direction. 


Conclusion 


In conclusion, the following recommendations are made, based on the 
opinions of the Institute of Chartered Accountants in England and Wales 
and the American Institute of Accountants: 
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Provision for depreciation, amortisation and depletion of fixed assets 
should be applied on a consistent basis from one period to another, 
computed as follows: 

(a) Goodwill and Freehold Lands. Amounts set aside for diminu- 
tion in value do not constitute a normal charge against revenue 
and should be shown scparately in the Income Account. 

(b) Freehold Buildings, Plani, Machinery and Equipment, etc. Pro- 
vision for depreciation should, in general, be computed on the 
straight line method and made a direct charge against cost of 
production before profits are ascertained. 

(c) Leaseholds, Patents, etc. Provision for amortisation should be 

made on a straight line basis as a charge against operations 
before profits are ascertained. 
Mines, Oilwells, Quarries and other similar Wasting Assets. 
Provision for depreciation and depletion should be made accord- 
ing to the estimated life of the asset. In the case of an under- 
taking formed to exploit a particular asset, if the practice is to 
make no provision for depreciation, this should be made clear in 
the accounts so that shareholders may realise that dividends are, 
in part, a return of capital. 


Fixed Assets should be shown in the balance sheet at their original 
cost, and the provision for depreciation shown separately. Details of 
all fixed assets should be kept in plant registers to facilitate deprecia- 
tion calculations, and to show the status of all plant items at any time. 
Reserve Funds. This term should only be used when the reserve is 
specifically represented by readily realisable and earmarked assets. 
Reserve. This term should be used to denote amounts set aside out 
of profits which are not designed to meet any liability, contingency, 
commitment or diminution in value of assets known to exist at the 
date of the balance sheet. 

Provision. This term should be used to denote amounts included in 
expense, before calculation of profits, to meet specific requirements, 
commitments or contingencies known to exist at the date of the 
balance sheet. 

Replacement Values. Until this subject is further clarified, it is sug- 
gested that amounts set aside for possible increases in the cost of 
replacement are matters of financial prudence, and are, therefore, in 
the nature of reserves and should be treated as such in the accounts. 


Commonwealth Institute of Accountants 
ANNUAL RESEARCH LECTURES 

The 1947 series of Commonwealth Institute of Accountants’ Annual 
Research Lectures has now been completed. The programme of lectures 
delivered at the Universities of the various States was as follows: 
CANBERRA AND Hosarrt: 

“The Accounts of Government Railways”— 

G. E. Fitzgerald, B.a., B.COM., F.I.C.A. 

ADELAIDE AND PERTH: 

“What is Cost ?”— 

H. F. Downes, DIP.COM., A.I.C.A., A.C.A.A. 

BrisBANE, SYDNEY AND MELBOURNE: 


“The Evolution of Corporate Accounting” — 
R. A. Irish, F.1.c.A. 
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Canberra: 


Prior to the lecture on the evening of Tuesday, 30 September, the 
Canberra Branch Council of the Commonwealth Institute of Accountants 
entertained Mr. Fitzgerald and the following visitors to dinner at the 
Gloucester : 

Messrs. C. H. Doughty (Accountant for the Commonwealth Depart- 
ment of Transport), A. A. Cameron and F. W. Cazneau (Assistant 
Comptrollers of Accounts, Victorian and New South Wales Railways, 
respectively); Messrs. P. Clarke (Finance Department, New South 
Wales Ra.!ways), A. W. Bampton (Registrar of Adelaide University), 
C. H. Prosser (New South Wales Council of the Commonwealth Institute) 
and B. L. Horsley (State Registrar), 

There was an approximate attendance of forty at the Canberra Univer- 
sity College, for the lecture. The chair was occupied by Sir Robert 
Garran, G.C.M.G., K.c., Chairman of the University Council. Messrs. 
A. A. Cameron and F. W. Cazneau commented on the lecture, and the 
vote of thanks was given by Mr. C. H. Prosser. 


Hobart: 


About forty persons attended the Hydro-Electric Theatrette on Tuesday, 
November 4, when Mr. Fitzgerald delivered his lecture on “The Accounts 
of Government Railways.” The chairman of the meeting was Professor 
G. G. Firth, Dean of the Faculty of Commerce of the University of 
Tasmania. 

After a summary of the lecture was given by the lecturer, comments 
were made by Mr. K. Dallas, Acting Professor of Economics, Mr. A. K. 
Reid, Secretary of the Transport Department, and Mr. N. Hutton, City 
Treasurer. The commentators brought out several individual problems 
which had arisen in the public utilities with which they are concerned. 
Discussion also centred around the writing off of assets which no longer 
had any value under the double accounting system. Several other persons 
asked questions of the lecturer. 

A vote of thanks was then proposed by Mr. Hutton, and seconded by 
Mr. A. B. Melrose, State President. At the conclusion of the lecture, the 
Divisional Council entertained Mr. Fitzgerald and the commentators at 
supper at Hadleys Hotel. 


Adelaide : 


The Annual Research Lecture was delivered on 29 September by Mr. 
H. F. Downes at the Assembly Hall, Adelaide Teachers’ College. There 
was an excellent attendance of approximately 250, including members 
and students of the Institute, University, and South Australian School of 
Mines, as well as members of the staffs of industrial, manufacturing and 
commercial institutions, the Taxation Department, and the Prices Branch. 

Professor Tew, Chairman of the Board of Commercial Studies, presided, 
and Mr. R. M. Steele proposed a vote of thanks to the lecturer. 

Members of the Divisional Council of the Institute entertained the 
lecturer at dinner at the South Australian Hotel, other guests being 
Professor Tew, and Messrs. V. A. Edgeloe, Secretary to the Board of 
Commercial Studies, R. W. Parsons, Principal of the South Australian 
School of Mines, E. W. Painter, Lecturer in Accountancy at Adelaide 
University, L. J. Seward, Finance Editor The Advertiser, and E. Allen, 
Deputy Director of Education. 
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Perth: 

Mr. Downes then travelled to Perth, and delivered the lecture “What 
js Cost?” to a gathering of approximately eighty persons, on 1 October. 
The lecture was delivered in the Arts Hall of the University, and was 
presided over by Dr. G. A. Currie, Vice-Chancellor of the University. 

The Divisional Council entertained the lecturer together with Dr. G. A. 
Currie, Professor F. R. Mauldon and Mr. C. A. Hendry, at dinner at 
the Esplanade. 

The vote of thanks to the lecturer and the University authorities was 
moved by Mr. E. K. Dukes, and seconded by Mr. R. F. Rushton. At the 
conclusion of the lecture, the Divisional Council of the Institute entertained 
the lecturer and University officials at a buffet supper at the University 
Refectory. 


Sydney : 

On Tuesday, 12 August, Mr. R. A. Irish, F.1.c.a., delivered the Second: 
Commonwealth Institute of Accountants Annual Research Lecture in the 
Union Hall of the University of Sydney. Mr. Irish chose as the title 
of his lecture “The Evolution of Corporate Accounting.” Prior to the 
lecture, members of the New South Wales Divisional Council entertained 
the lecturer and representatives of the University staff to dinner at the 
University Club. 

The Dean of the Faculty of Economics, Professor S. J. Butlin, was in 
the chair. At the conclusion of the lecture, Professor Bland proposed 
the vote of thanks to the lecturer, which was then seconded by Mr. O. H. 
Paton of the General Council of the Institute. 


Melbourne : 

Mr. Irish delivered the Eighth Annual Research Lecture in the Univer- 
sity of Melbourne during the Diamond Jubilee Convention of the Institute. 
The subject of his lecture was “The Evolution of Corporate Accounting.” 
At first it had been decided to hold the lecture in the Commerce Theatre 
at the University, but so great was the number of acceptances (approxi- 
mately 300) that it was necessary to engage the Public Lecture Theatre. 
Printed supplies of the lecture early proved inadequate, but the lecture has 
since been reproduced in The Australian Accountant. 

In the absence of the Chancellor of the University, Mr. Justice Lowe, 
the Acting Vice-Chancellor, Professor Paton, presided at the lecture. 
The commentators were Mr. R. K. Yorston, B.coM., F.1.c.A., of Sydney, 
and Mr. N. S. Young, A.v.A., F.1.c.A., of Adelaide. A general discussion 
followed. At the conclusion of the evening the vote of thanks to the 
lecturer was proposed by Professor G. L. Wood, and seconded by Mr. 
G. E. Fitzgerald. Mr. H. P. Ogilvie proposed the vote of thanks to the 
Chairman. 


Brisbane : 

The Second Annual Research Lecture in the University of Queensland 
was delivered by Mr. Irish on 28 October. The attendance was approxi- 
mately thirty. It was suggested that the date was too close to the 
University examinations to permit students to attend, and it has been 
decided that in future the lecture will be held earlier in the year. 

The Deputy Chancellor, Professor A. D. McGill, K.C., was in the 
Chair, and Professor Alcock, Dean of the Faculty of Commerce, and 
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Associate Professor J. K. Gifford were present representing the Unive 
Mr. J. S. McInnes, F.1.c.a., and Mr. J. H. Devitt, F.1.c.a., President 
the Queensland Division, were the commentators chosen by the Univers 
and the Institute respectively. 
At the conclusion of the lecture a vote of thanks was proposed to fh 


lecturer. 


The Brisbane lecture concluded the series for 1947. From ft 
interest shown this year by members of the accounting profession in thg 
Research Lectures, it is evident that the Institute is thereby making @ 
a worth-while contribution to accountancy knowledge. The demand for 
printed copies of the various lectures has been very great; but memberg 
who have not obtained copies will be able to read them in this journal. 


The Australian Accountant is published on the 15th of each month. Contributio 
correspondence, etc., intended for publication should reach the Editor not later 
the 22nd day of the month preceding publication. 
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